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Part-B/. , 

Labour Abaorfotlnn., - Irr Xn^iian ^aricultifre, ....-- - ' 

4.1 Intr~o'ductif>n ’ ' ' ' , ' ■ 

This part of the irc?pf> 2 rt is devoted to the discussion 
of factors that explain variation , <5 in labour absorption 
in Indian aqriculture in the dJfff-rent reqions of India. 

There are two ways of increasinq ejnplo'^Fent in ■ 

agiricul tural onerat i'-ns. One, rrieifiod Is to employ additional 
labour fores on increased net area. A.s technolog\^ remains 
constant, per hectare labour absorbed in new lands v/ould • 

be the same <r:s in the existing areas and hence one could 
expect productivity^ per worker to remain constant. Since • 
area increases , in India have been verv small' ( 0-^71 per cent 
per annum), .vei?y little labour force seems to have been 
absorbed in 'this way. 

The second' method of absorbinn additional labour 
force is by increasinq output per hectare through the use 
of modern inputs and/or through increasing cropping intensity 
without a proportionate Increase in labour productivity. 
Higher vield per he.ctdre on net down area can either be 
achi( 2 ved through..mul tiple cropping or through the use of 
'fertilizers a.,bd other mode.rn inputs. Modern biological 
inputs are iLand augmenting as the ne^j seeds result in short 
duration epeps. Moreover, the introduction of new technology 
is associated with the- use of modern implCTents for irrig- 
ation and othe r ope rations.- 




Investment in irrigation struc+'ures is generally labour 

Jl , . .. ■■ ,, ■ , 

absorbing jis it leads to higher yields and increased 


cropping intensity. But investment in tractors, threshers 


labour disp 


ment can le|d to higher cropping intensity-' through timeli 
ness in operations. Th^ over all level of ®nplovr ent as 



inputs 


■ftliso -o^ 3.i?l>our' pror^uotlvit^^ in agriculture is Peterp'ined 
by the combined effect of labour absorbing anP labour Pis- 
placinq investments. " ■ 

Taking India as a xvhole, the fact that during 1962-65 
to 1970-73, labour productivi ty (output/lfa-le Agricul tural 
v'orkers) has rcpiained constant, although, la nfi yield has 
recordfd a fairly substantial rise, indicates that increased 
cutout has been equallv counter balanc- d'bv Increased labour 
force in agriculture,. 

But as discussed in detail in Part III/ there ar" ver\o 
large variations with regard to the extent of labour abso- 
...-rption, labc'ur product! viti/ and land man ratio in various 
parts of Inai?5, attempt is ma''‘'e below to analvge the 

inter-reci onal variations in labour product! vi tv. 

In the earlier .■g:'5ctions uve have; cla=!sifie-d all the 
districts in India on the basis of their (a) growth of 
output (b) groT-rth of yield, and(c) levels of land yield. 

We have retained this very classif iration scheme for our 
present analysis also. The main characteristics of the va 
various sets of districts regarding their man-land ratios, 
labour produ'ctivit''^, input use levels etc have already bef'B 
discussed in detail in Part-II and Part-Ill of the report. 

We, therefore, n(>.r prcjceed to anal'^se the various factors 
the t a re responsible for inter-district variations in 
labour use in varinj s set=:of districts. 

4.2 Inter - 'hist ricts 'h'^ria' tions in Labour use - Growth. 

of Output ‘c lassification . 

We have ba 5 .icallv postulated that the d.erand for labour 
is a functir n of cnatnut per hectare. In short we are 
fitting a demand for labour function. 

In another version of the model, instead of taking 
land' yield as an explanatory variable for demand for labour. 
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o£.-<-rul.tiva'tlon- rs a nroxy 

for lan^'’ viel'l. The fo.nnulption of the itio^'e! is as follow’s ^ 


'Version A 

Equati?5n No. in Table 19 

M/H = f (0/H) 

(5) 

I'/H = f (GCA/li, GIA/h) 

(1) 

M/H - f (GCA/H, F/H) 

(2) 

M/H = f (GCA/H, P/lI, Tr/H) 

(3) 

M/H = f (GCA/H, GIA/H, F/H, Tr/1d) 

(4) 


The equat;i'''ns have been fitte-'l for all the 281 districts 
anT also for the four reqio^ns forr'e^ by classify inq these 
'listricts accor'iina to their grcM-j-th of oiatput -lurinq 
1962-65 to 1970-73. The results for both the sixties anri 
the seventies arc supmariged below ^in Table 19, 

( 1) The TePanb for labour function gi'^.^en by equation (s) 
shoivs that the rol ationshin postulated is established with 
a significant correlation coefficient for all categories of 
districts x-/hen classified according to their growth of 
output. Obviously at the current 1« vel of tochnol'^gy, emplo'^ 
vpent in agriculture is rela.ted to yield levels. 

(2) Furthermorep it is inter? sting to note^ that the elast- 
icity of fxinployrnf=nt XA/ith respect to yield hovers around unity 
for all the f^mr catfjgories/ indicating once again thr 
operation of suction mechanism. Emplox^ment is increasing more 
or less in direct proportion to vield increases th' rebv leaving 
labour productivity constant. 

But for the high growth districts, the el<''s.tTcity figure 
is...slgivi-ficantto less than unlty..,.i.n. Tx'ttt'' the porio'ds.- In 
these districts lab'Otif ’productivity is rising as yield 
increases at a higher rate than labour force. 

The elasticity of onploynieht with rosnect to yield is 
more or less xinity- for. 117. mid. a.fr’. low qrcxwth districts,' ' 
but is sign! lioantly higher ,'.th.nn^ unity for the negative- h ; 
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Table: 19 (ill) INTE'l DISTRICT v; RIATIONS IN LABOUR USE 

Double Loq Function i 1970' s Growth of Output Cla-,si£ication 
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growth dis trict; 


sma3.1 increased in yield, population pressure' on agriculture 


keeps an mountina because of lack of alternative opportunities 


The: explanatory poorer of the model has considerably 


increased during the seventies as compared with the sixties 


for the higt and medium growth districts, the relationship 


has become slightly weaker. A further question that can be asked 


is about the mechanism of labour absorption in the process 


factors for output per hectare, they should also pro’^^ide a good 


explanation of variations in labour 'employment 


(i) shows that this is indeed so. In fact, it is obvious that 


for the high growth districts, intensity of cultivation alone 


explains 36 per cent of labour use variations diiring the 70' s 


(compared with only 23 percent during the 60' s) and ha 


high elasticity'’ bearing 


This shoe's that a 100 p' 


results in double the increase in labour use 


For the medium and negative growth districts, intensi’ty 
combines with i rigation to give very good explanation of 
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emplovment variations. 

(b) Interestinglv enough/ the addition of fertilizers {in 
equation 2) substantially increases the explanatory power of 
the model. Fertilizers have a oositive and statistically 
significant elasticity with respect to labour use in agriculture. 

(c) One of the most notable results is that tractors when 
entered with other input variables have a ncgabivf- and significant 
elasticity of employment in the high and medium growth dist- 
ricts.' (^s tractor use is very limited in the low and neaatlve 
growth districts, this variable does not enter in the equation 

at all for these t/zo sets.) 

■^his is again in conform! tv v/ith our earlier prop'" '■.•tlon that 
whereas mechanical innovations tend to dlsnlace labour, the 
biological Inous like fertilizers combined with higher intensity 
of cultivation have a strongly positive effect on employment in 
agriculture, "^t also shows that at the ciurrcnt level of techno- 
logy the employment effect of labour absorbing biological and 
land augmenting innovations is much stronger tban that of labour 
displacing mechanical inputs.. 

4,3 Labour Absorption and Grovrth of Yield 

As noted earlier all the 281 districts have also been divided 
into four categories by classifying the:m accordina to their 
growth of land yield. We have already di.s cussed the main 
characteristics of these districts with regard to their average 
yeeld levels and average use o-P various inputs. In part II 

r, . ■ . . 

of the report. he average levels and changes -that took place 
in their labour productivity, labour use and land man ratios have 
been discussed in detail in Part III, With their average 
characteristics in mind we proceed to analyse the relationship 
between labour use and yield levels of these four sets of 
district s,.'” is earlier, we also u® various inputs as a proxy 
for yield to analyse the relationship between labour per 
hectare and intensity of these 


4.4 Varla tion.q in Labour Use in /igrinulturp — ^ rc'vrth 
Yiel'*'^ Cjn ssifi cation... 


The results for thf^ reqression equations 1 - E for 
qro'vjth of yieiu classif icafi-on are given in Table 

It is obvi^'us that the results In this case are very 
Slr*ilar to those obtaine^l for growth of output classif ication 
As earlier, lana yieia turns cut to be a significant expla~ 
nato.r,;- variable ff^r erploynent in Indian agriculture. 

FurtheriT’ore, when intensity n-F oultivatio^n an'^ oth? r 
inouts are tabon as a proy^?- for yield, thev individually and 
in combinati n v/ith each otharr are able to explain a large 
prr.iportion of labour use variation in agriculture in all 
the four sets of districts. Tntensitvof cultivation b-^^ 
itself if ven/ irmortant in high •'^ield growth di-tricts. 

The degree of fit increases eonsid,erabl-^.' v.?ith the introdu- 
ction of irrigation, fertilizers an""’ tractors* Tractors 
thsst appear in high ana ±ov7 growth districts onlv during the 
7 0' s (an-"' in high ana modiur' growth districts during the 
60' s) . as expected have a negative elasticity of erpploymer.t 
Hox^/e-^j-er, it is significant to note that the labour displacing 
effect of tractors is ruch sn’aller compared with labour 
absorptive effect of increasing intensity of cultivation. 

Labour Absorptien - Yieia Level Cl- ssification. 

The main characteristics regarding man lan^'’ ratio, 
labour productivity etc of districts cla'sified according 
to their yield levels haveai ready -Locn-aescribed in detail 
in Part III of the report. ,.jlur purpose now .i,s to test 
whether the relationship between' vield le'srels and labour 
absoipt ion- that holds for districts when classified according 
to their rates of growth is also true for districts when 
clasni-^ied according to theip.yiold levels, so that the 
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Table s 2Q(iv) INTER DISTRICT l/ARIATIONS IN LABOUR USE 

Double Log Functions Growth of Yield Classification 
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accounted for. This P-igW: give us a due as to whether the 
growth of .output (yield}7'i'S""d:he-“mdn-d-e-terin.i,nant-'Of- suction 
niechanisP or whether level of yield by itself is ther-rpadn- 
cnusal factor. 

It is possible to get an intutive answer to this 
question fror. Table that givt-s the characteristics of 

3 sets of districts obtained after classifN^ing d em according 
to their yield If-vf Is. 

In the high yield districts/ labour has been absorbed 
at a higher rate than gro,rth ot output over 1962-65 to 
1970-73. Hence labour productivib/ has declined. In the 

Pid yield districts, labour force growth rate has hept pace 
with output growth and labour prc^ductivity has remained more 
or less constant. Similarly in the low yield districts, 
labour productivity has remained constant ns labour has 
increased a't almost the same rate as output. 

4.6 Variations jui. Labp^ur 

Classification,^ 

It is obvious from the above description that the lan<^t 
yield glassification fails to p veal substantial chan-es m 
the relationship between land yield and labour absonition 
over the period 1962-65 to 1970-73. The results of the 
st.-'tistical analysis undertaken on districts classixied acc- 
ording to their yield le^^el is given below in Table 
Tltis confirms our hunch that yield levf 1 classification fail 
to bring out any relationship between ylelg 

levels ane ran lans imtlo during the 60’ s or ^C■ s. The 
regression results afe samarised below. 

1. YieW levels by Vn *hll to explain variations xn 

labour absorption in e-t<ier of the two periods. The^ 
regress ion go-etficients are insignificant for the high 
yield districts durlna the se'^entles and though slgnifxoent 
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Tables 2l(iv) INTER DISTRICT VARIATIONS OF LABOUR USE 
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oi: tionsh ip bsrtwesn iCTn*^ yield end IcLboujr "elbsejrption 

expressed as ,n^n , lxtncL.rafci:<^.- "^Similarly, though sta tistically 

significant/ the results are extremely weak for the mid 
yield districts in both the periods. Finally, the results ■ 
are once again insignificant for t e lov; yield districts ' 
during bott the periods. 

2. However, intensity of cultivation enters as a significant 
variable with ver\r high partial elastic! tv along with ether 
input variables like fertilizers ann tractors in all the 
three sets of districts xvhen those inputs are used as' a 

prox^i^ for yield levels. The e:<planatorr pot. 7 or of the monel 

-2 

increases v/ith R rising to 36 per cent, 20 per pent and 
53 p€;r cent for thf- hioh, medium ann low yield districts 
respectively during the seventies. More' or less similar' 
rt'sults hold true for the sixties. 

3. As earlier, tractors have a negative elasticity with ■ 
resTi-cct to cir:ployment whenever they enter along with other 
variables. This result conforms to our earlier finding. 

On the basis of the above, it can be generally concluded 
that lard yield classification of districts fails to give 
as meaningful a result regarding the relationship between 
land yield and labour use as obtained in our earlier analysis 
based on growth rate cla ssif ication, where ver.’’ significa' t 
relationship v/as obtained among these variables for each 
set of growth distriefts for both the periods. Hovrever> -bhe 
rf suit improves when input variables like fertilizers, 
intensity of cultivation, tractors retc are used gg a prox'?' 
for-yield. 

It is, thcre.f ore , possible to suggest 'that the relevantr- 
classification for this relationship is diffexvntial rate s of 
grov/th and not yield levels. "^t appears that the re-lation- 
ship between yield and labour uge Is not a sfcatis# but a 
dynamic relationship* Yield and labour for<i'’e do not seem to 
be related per se, but the growth of labour force seems to be 
related, with growth:- of output, ' ■ wh,ich in turn. is-, positively 


4,7 Direct 


Introrluotlon of . IVnairic.. RelatlQPgh 

Althouqh we have insisted above that the 
betwee n labour" abs.orpti on and land yield is dynairtic, our 
regression equation is nevertheless based on levels of 
labour absoimtion ana land vield . Our conclusion about the 
dynamic relationship is shlely based on t^e classification 
of 281 districts according to their gro^/th of output or 
land vie?!-^. It is probably better to tbst the dynaric 
relationship '■'’irectly by 'a re formulation the model 
as follows: i ' 

t_ d : ; 

( Mw) ) = f ! ( - ( Q ^ t 

( Hect ) 1970*" '( Hect ) I960 { (Hect)l9'^0 dHect ) I 1960 

■ f ■ ■ f , 

lu.d ' ■ r ■ “ ■ 

T'7e have tested this hypothesis thrihigh a linear 

regres s-^ion. An attempt to fit in a quadratic functv'on 

■ 2 ' 

failed as the coefficient: for X turned out to be insigni- 
ficant. The results for a classification of districts 
according to their groArth of out put^ apd growth of yield 
and yield levels are presented ii"! Table 6 below. 

‘*'hese m suits confirm our basic coritention that it Is 
the growth of outnut. or yield and not t?ie yield levels that 
is the main determinant, of labour absor7;:ition in Indian 
agriculture. ; 

Thfus for the groth of output and gttrwth of yield 
class! ficati n the regression coefficients’ are positive and 

‘ r 

significant for all the true positive .growth catefoi-ies of 
districts. For the negative growth of outout districts, -the 
regrrs ion coefficient is highly insignificant (F level less 
than 2.5) and hence the variable does not enter the equation 
ffor th« negative yield districts, the* regression coefficient 
has very .low -signifioa nee- ( 10 per cent-' level ) , but has a 
correct: -'negatlv-e slgii- Tiii -.-that, 'for these districts 

ex'-eit -wiili ' a ■ fall in yl.eld' /level.s.^ the labour pi'essure on 


agriculture has ten-^ea to increase. 


The results for all categories of yiel^'’ level classifi- 
cation are highly insignificant. Thus our contention that 
it is the grcio./th of outout or growth o£ yiel^a an^ not the 
levels of yiela that is the ir^ain heteroinant of labour 
absorption in In-ii an agriculture is conclusively establisheh. 
•by the_..afe!Ove statistical analysis. 
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Agricultural production in India has been increasing at 

the rate of 2.8 percent per annum since the last about three 
■ 1 

decades. This has also been the magnitude of growth for the 
period before and after the mid-Sixties. But there has been 
considerable change in the magnitude of growth components 
between the two periods, whereas the growth of areas was more 
important in the earlier period, the grovrth of productivity ’ 
became more important during the latter period. Considerable 
difference in the rates of growth of output, area and yield of 
all crops were observed among the States between the period 
1962~65 and 1970-73.^ ‘The growth of yield was observed to be 


Government of India, economic Survey . 1979-80,, 7, 


■a^and.y.K.; Alagb, 

>wl:se Analvsia^ ^ ^ ^Sterling: 


Tl;ChivOLOuXC,iU. ehiiivGE /ilvD liiTER-iimGlUhAL VARlATIOhS 
Ih AGHICULTUFUiL PRODUCTIVITY 

by 

J .P. Singh 


The main objective of this paper is to exaiaine the order 
of influence of some crucial factors of production on inter- 
regional differences in productivity of land under all crops. 

The performance of a- ri culture, in general, and of rice and 
v/heat crops, in particular, would also be examined for individual 
States. The analysis on the impact of important factors on 
productivity in agriculture has been done for early sixties and 
early Seventies. These tvifo periods have been selected mainly 
because of the availability of certain relevant studies and^^^^^^ ^ ^ 
their suitability to represent pre-HYV and post-HYV periods . 

Agricultural Grovh;h 




The production performance of rice and wheat crops would 
be v/orth examining, as these are the two most important crops, 
both in terms of area and production, and have been the major 
beneficiaries of new technology. Their performance before and 
after the advent of their high yielding varieties w-ould provide 
some idea about the impact of new technology on their production 
The rates of growth of area, yield and production of rice and 
wheat, respectively, for pre-HYV and post-HYY periods are pre- 
sented in Table 1 and Table 2. The years 1965-66 and 1966-67 
have been omitted from the analysis because of being abnormal 


Iv . It is clear from Table 1 that tiie rate of growth of output 
of rice declined considerably in post-HYV period as compared to 
1: pre-HYV period in all the States except Uttar Pradesh and Punjab 

and Haryana. The rate of growth of yield also declined quite 
substantially in most of the States except Punjab, Haryana, / ' ; 
Uttar Pradesh, Tamil Hadu, Andhra Pradesh and Assam, ft is ■ 
mostly the latter states, that have oeen the forefront of 




: 2 ■ 

the main source of output grovvth in most of the States. 
Unfortunately, there had been absolute decline in the level of 
output of iiaharashtra, Orissa, and Andhra Pradesh over the 
period of time. On the other hand, Punjab, Haryana, Jammu and 
Kashmir, and Rajasthan achieved more than 5 percent annual 
growth in their crop output. It is noteworthy that except 
Punjab, other States showing more than 5 percent growth in their 
output had relatively low level of yield (less than Ks.SIO per 
hectare} in 1962-65. Host of the States having the yield 
level above Rs.1150 per hectare in the base period shov/ed only 
moderate rate of j^rov^th of output, ranging betvseen 2-3 percent. 
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Hakim Singii, 
Rice Production 


, rate of sro>^ decimea 

=s during the post-HYV period. In Assa-i. 
11 hadu, there had heen absolute decline 3 
na the post-hW period. The rate of srovd 
.juite impressive (more than 5 percent j in 
Pradesh and Tamil Hadu. 


1 n „ o-r rice. It is important to note 
adoption of new technology of r ^ 

• To -t-ho rate of ^roviTth of yield nas 

that during both the periods, -he rate ^ 

« 4 -^v,+ than that of area. iiXcepT; iunjao 
been relatively more important t.«n tUat 

Table 1 

/t .‘r.n'-t-h iintc'i (pQv^f-P-nt ^ of Areaj _ l ield ,i^ 


iQSh-55 to 

fiu - 

Yield 


/irea 


produ- 

ction 


Area 

1 .725 
- 0.682 
0.242 
- 0.423 
- 0.383 
0.917 
- 0.447 
0.855 
0.632 
0.076 
0.786 
8.587 
10.289 
5.595 


68 to i 918 :i Z^ — 
'■^■TrT^rr^rodu- 
i leld ction 


1 .684 
0-088 
1 .284 
0.996 
0.550 
0.010 
3.079 

4.015 

0.700 

- 0.476 

1.770 

7.558 

8.266 

6.664 


3.436 

0.768 

1.296 

0.566 

0.166 

0.889 

2.619 

4.902 

1.340 

- 0.403 

2.579 

16.791 

18.978 

12.628 



Hakim Singh and S.D. Bokil, "Trend of Production of 
Wieat in Pre-HYV and Post-HYV periods". Agricultural 
Situation in India. October, 1980. 


per annum in West Bengal. In most of the States, there had 
been a substantial step up in the rate of growth of both area ‘ 
and yield in post-HYV period. In Uttar Pradesh, Punjab and,' 
Haryana, Bihar, Rajasthan and West, Bengal, rate of growth of " 
area was much more important than that of yield. But substantially 
high growth, rate, most ;ef the States had,.^been :mainly 


It is important to note from Table 2 that rate of growth 
of output of wheat increased substantially in post-HYV period as 
compared to pre-HYV period in all the States except Punjab and 
Haryana and Madhya Pradesh. The decline in the rate of growth of 
output has been due to decline in the rate of growth of yield 
in Punjab and Haryana but due to decline in growth rate of area 
in Madhya Pradesh. The regional differences in the growth of 
production have been remarkably higher during the post-HYV period, 
as it varied from 2.86 percent in Madhya Pradesh to 21 .59 percent 


Table 2 


Compound Growth Rates (Percent) of Area, Yield and 
Production of Wheat for Pre-HYV andPost-HYV Period 



1954-55 to 

1964-65 

1967-68 to 1977-78 


Area 

Yield Produ- 
ction 

Area 

Yield 

Produ- 

ction 

Uttar Pradesh 

0.314 

1 .100 

1.417 

2.640 

1.392 

4.068 

Punjab and 

2.441 

2.925 

5.438 

3.287 

1 .653 

4.995 

Haryana 

Madhya Pradesh 

2.925 

1 .467 

3.938 

0.658 

2.187 

2.859 

Bihar 

1 .043 

2.866 

4.535 

6.724 

2.900 

9.819 

Rajasthan 

1 .781 

-0 .069 

1 .081 

4.310 

2.772 

7.201 

West Bengal 

-3.836 

1 .291 

-2.594 

16.732 

4.159 

21 .587 

Gujarat 

-0.283 

3.816 

3.522 

2.885 

3.558 

6.545 

Other Areas 

1 .050 

2.338 

3.411 

2.813 

4.233 

7.165 

All India 

1 .441 

1 .278 

3.079 

3.100 

2.276 ■ 

5.446 






C.H. Haiaumantha Rao, Technological Change and Dist ribution 
of Gains in Indian Agriculture ,, Macmillan, 1^67 'f <>5 • 

S. Bisaliah, '’Decomposition Analysis of Output Change Using 
New Production Technology in. Wheat Farming i Some Implicatio; 
tov Returns on Research Investment”, Indian Journal of Agricu. 
tural Economics , Vol. XXXII, July-Sept., '1977, pp. 193-201 7 

Dharam Narain, "Growth of Productivity, in Indian Agriculture 
Indian Journal of AgriOdl.tural .Fhonomics, . -Vol*.^^ July-"' 


responsible for the fast increase in area under wheat crop. 

In most of the States, the rate of growth of yield had been more 
than 2 percent per annum. 


Factors Influencing Agricultural Productivity 


It is an accepted fact that the long-term growth in agricul- 
tural production would have to be sustained mainly through the 
increase in productivity of inputs and their intensive .use. 

In this process technological change, which is embodied in capital 
and knowledge inputs would have to play the major role. It has 
been roughly estimated that the contribution of growth of capital 
and knowledge inputs to the total growth of agricultural output 
in India (between 196 O- 6 I and 1970-71) was as high as 63 percent, 
whearas that of land and labour was only 37 percent. It has 
also been observed for a district of Punjab that with the same 
level of input of labour, fertilizer and capital services per 
’acre, 15 percent more output could be obtained from Mexican wheat 
as compared to the local wheat. The new production technology 
of wheat contributed further about 25 per-cent of increased out- 
put owing to increased use of labour, fertilizer and capital 

4 

services per acre. The decomposition of growth of productivity 
in agriculture into changes in cropping pattern, locational 
shifts of area under individual crops, and pure yield effect 
indicate that the growth of productivity during the fifties was 
mainly due to cropping pattern effect and location shift effect 
while that in Sixties was mainly due to pure yield effect, for 
which, technological change was the main influencing factor.-^ 


5 



C.H. Hanumantha Rao, Technological Change and Dist ribution 
of Gains in Indian Agriculture ," Macmillans, 197^57™?. 5." 

S. Bisaliah., ** Decomposition Analysis of Output Change Using 
New Production Technology in Wheat Farming : Some Implications 
to Returns on Research Investment", Indian Journal of Agricul- 
tural Economics , Vol. XXXII, July-SeptT^ 1977# pp- 195-201 

Dharam Narain, "Growth of Productivity in Indian Agriculture", 
Indian Journal of Agricultural Economics, Vol, XXXII, July- 
Sept ember, 1977. 


responsible for the fast increase in area under wheat crop. 

In most of the States, the rate of growth of yield had been more 
than 2 percent per annum. 


Fact ors Influ encing Agr i cult ural P rod uctivity 
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It is an accepted fact- that the long-term growth in agricul- 
tural production would have to be sustained mainly through the 
increase in productivity of inputs and their intensive .use , 

In this process technological change, which is embodied in capital 
- and knowledge inputs would have to play the major role. It has 
been roughly estimated that the contribution of growth of capital 
and knowledge inputs to the total growth of agricultural output 
in India (between 196 O- 6 I and 1970-71) was as high as 63 percent, 
whearas that of land and labour was only 37 percent. It has 
also been observed for a district of Punjab that with the same 
level of input of labour, fertilizer and capital services per 

■■■■■■ A.-' 

acre, 15 percent more output could be obtained from Mexican wheat 
as compared to the local wheat. The new production technology 
of wheat contributed further about 25 per-cent of increased out- 
put owing to increased use of labour, fertilizer and capital 

4 

services per acre. The decomposition of growth of productivity 

in agriculture into changes in cropping pattern, locational 

shifts of area under individual crops, and pure yield effect 

indicate that the growth of productivity during the fifties was 

mainly due to cropping pattern effect and location shift effect 

while that in Sixties was mainly due to pure yield effect, for 

5 

which, technological change was the main influencing factor. 


6 



Irrigation, fertilizer and high yielding varieties of seeds are 
the most important factors that are associated with technological 
change and that have major influence on the productivity of land. 
Among these factors, irrigation not only increases the output 
by pushing up the productivity of land, in general, but also by 
influencing adoption of new technology, particularly biological- 
chemical type by increasing crop intensity, by bringing shifts in 
cropping pattern towards high value crops, and by reducing risk 
in crop production. The irrigation is a basic factor of production 
which influences the use of fertilizer and high yielding varie- 
ties. However, definite evidences on the contribution of these 
inputs to productivity are quite scarce. Some relevant information 
on this issue are presented in the following pages. 

6 

A study by Ranade using data for 54 agro-coimatic regions 
of India, in which he regressed value of agricultural output per 
hectare on cropping pattern index, fertilizer and irrigation for 
two periods, 1962-65 and 1970-73, indicates that coefficients 
of all the three variables are positive and highly significant 
in both linear and log-linear functions. In another study, 

7 

Joshi and Haque worked out contribution of fertilizer, irrigation, 
HYV and credit to per hectare agricultural output by fitting 
log-linear function and using inter-state cross section data for 
the year 1973-74 to 1975-76. The reason for presenting their 
results along with those of Ranade is that the coefficients of 
common variables in two studies are remarkably close. However, 
Joshi and Haque have not presented t - values or standard errors 

6 C.a. Ranade, “Impact of cropping Pattern on Agricultural 

' ’■■■ Producti.-n" , Indian Journal, ^f- Agricultural Economics, V-l. 
XXXV, No. 2, April-June, 1980, pp. 85-93. 

7 P.ii. J^shi and T. H^quc, “an hCvn^-iidc Enquiry into the- Long-' 
Termi Prospects of Balanced Agricultural Cnowth in India”,". 

so 7' Indian Journal of Agricultural Economics . Vol. XXXV, October- 
December, 1980, pp. 1-8. ’ ; 


of their coefficients and hence it is difficult to know the 
level of significance of their elasticity coefficients. In view 
of the closeness of their coefficients of fertilizer and irriga- 
tion to those of Ranade, we guess that their coefficients of 
fertilizer, irrigation and high yielding varieties are significant. 
Looking at the magnitude, we guess that their coefficient of 
credit is not significant, nor do we expect it to be significant 
on logical grounds. As such credit is not an input, but it could 
be used for purchasing any factor of production. Hence it should 
have not been used as an explanatory variable when relevant factors 
of production are included in the regression. In spite of these 
drawbacks, we wish to use their results because of our interest 
in their coefficient of high yielding varieties and in providing 
support to the results of Ranade. 


The . elasticity coefficients of yield functions are presented 
in Table 3. The magnitude of elasticity coefficient of fertilizer 
remained constant around 0.13 in both early Sixties and early 
Seventies whereas that of irrigation increased from 0.08 to 0.10 
and that of cropping pattern index increased from 0.92 to 1.l4. 

The elasticity coefficient of high yielding varieties was about 
0.15 for mid-Seventies . The magnitude and the level of significance 
of coefficients provide enough evidence regarding the impact of 
these factors on inter- regional variation in the productivity of 
land. ■ context, the index of cropping pattern stands to 

be the (ortant. But the possibility of improving cropping 

pattern index appears to be low as the percentage of total cropped 
area under most of the high value crops except wheat has either 
remained constant or declined marginally. Among the important 
factors of production included, in the regressions as explanatory 
variables, the magnitude of the coefficients of fertilizer and 
HYVs are almost equal, whereas that of irrigation is lower . tham V';; , 
them. But before ranking them, in the order of their importance,. , 
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all India area under i 


5, Total number of observations for 1962-65 and 1970-73 are 
47 and 54 respectively. 

Fertilizer and credit are measured in terms of per hectare 
use, whereas HYVs and irrigation stand for percentage area 
under high yielding Varieties and irrigation. 

Significant at 5% level. 

Significant at 10% level. ‘O',. 


Table 3 

Yield Regressions for All India 
(Functional Form i Double log) 


Period 


Explanatory Variables 


Constant Ferti- 
lizer 


Irri- Cropp- HYVs Credit 
ga- ing 
tion Pattern 
Index 


1 . Figures in parentheses are t- values. 

2. Fertilizer is in kilogram per hectare. 

3. Irrigation is the percentage irrigated gross cropped area 
in total cropped area. 


Y.P. 


ipi) 


4. Cropping pattern index = 


(A,Y.PJ 


, a. . I .th . .th 

where ij = area under the a. crop in ;] region; 

th 

all India average yield of the i crop, 

t;h 

= all India price of the i crop, and 


1973-76 


Ranade @ 

0.29 0.13 0.08 0.92 

(0.49) (4.86)* (3.18)* (10.01)* 

-1 .57 0,14 0.10 1 .14 

(2.13)** (4.02)**(2.86)* (10.34)* 

■f* 

Joshi and Hague 

3.4102 0.1237, 0.1075 - 0.1472 0.0190 


0.90 134.46 


1962-65 


1970-73 


In an attempt to identify the relative role of various 
factors in determining growth rate of agricultural productivity 
in each State by using data for 1955-56 to 1976-77? it was observed 
that out of 15 States, the elasticity coefficients were positive 
and significant (at the probability level of 10 percent) in 11 
States for fertilizer, in 7 States for area under HYV and in 4 
States for area under irrigation. Further, 6 out of 7 States 
having significant coefficients for HYVs also had significant 
coefficient for fertilizer, implying that these two inputs would 
have compound effect on the growth of productivity per hectare 
of all crops when used together. In another study, pertaining 
to the year 1971-72, in which yield level of 9 important crops 
as well as aggregate agricultural output (per hectare) in each 
of the 57 selected homogeneous agro-climatic regions was regressed 
on fertilizer consumption, irrigation ratio and Gini ratio of 
distribution of owned land, fertilizer was found to be the most 

Q 

important factor explaining productivity of land. Further, the 

magnitude of correlation coefficient between yield and fertilizer 

increased over the time period, whereas that between yield and 

10 

irrigation declined. While taking an over all view of the 
above facts, we are inclined to rank fertilizer, HYV, and irriga- 
tion in the order of their importance in explaining inter-regional 
variation in agricultural productivity. This also gets support 
from the facts that the increase in percentage area irrigated to 
total cropped area has been much slower than that in the case of 
fertilizer per hectare and that in percentage area under HYV to 
total cropped area. 

8 Joshi and Haque, "An Economic Enquiry into the Long-Term 
Prospects of Balanced Agricultural Growth in India", op.,cit, 

9 : V.S. Vyas, "Some Aspects of Structural Change in Indian .■ 

; Agriculture", Indian Journal of Agricultural Economics . Vol'i' : 
XXXIV, January-March, 1979, pp- 1-8-. 1*7,, 

10 C.G. Ranade, "Impact of Cropping Pattern on Agricultural ' 
Production", Indian Jouriialiof Agricultural EcanQmics. .„hn..lclti 
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Abbreviat ions 





The-' Indian savings rate grca' iinpressively over the three decades 
between the early 1950s and the end of the 1970s. Gross savings as a 
proportion of gross domestic production (GDP) increased from less than 
10 per cent in the early 1950s to about 22 per cent towards the close 
of the 1970s. 

All sectors of the economy did not, however, participate equally 

in contributing to the increased savings rate. Per social accounting 

purposes 5 the Indian economy is coventionally divided into three sectors: 

the public sector, the private ixorporate sector and a residual, "house- 

up 

hold” sector. The significant stepping^of the Indian savings rate was 
made possible principally by the remarkable savings performance of the 
household sector. This sector’s savings as a proportion of GDP increa- 
sed from less than 7 «.ent in the early 1950s to more than l6 per 
cent in the late 1970s. In contrast, over the same period public sector 
savir. ‘s as a proportion of GD^ increased from 2 per cent to about 
5 per cent and private corporate savings increased barely from 1 to 
1-| per cent. 

Savings may be used to acquire either physical assets or 
financial assets. Even in the late 1970s, physical assets were the 
dominant form of household savings. However, the rapid increase in 
household savings over the past three decades took place mainly in 
financial savings. The share of physical assets formation in household 
isay®gsijifasi^t|ai?d;:::|hahi;fpurififd^ 


2 


lend 1 . sources to the other s-^:-tors ard hence fi, ance investraent in 
those sectors. Pinancial savings of households were about 1 pei cent 
of GDP in the early 1950s, between 5 and. 4 cent iii the 1960s and 
rose sharply in the 1970s reaching about 7 per cent towards the end of 
that decade. Thus, in the late 1970s, households were transieriing 
about 7 pe^:^ cent of GDP for financing investment in the public juid 
private corporate sectors. 


The Sixth Pive Year Plan (covering the period 1980-1985) visua- 
lises an increase in aggregate savings rate to nearly a quarter of 



domestic product by 1 984 - 85 . The Plan aims at stepping up the savings 


rate in the public and private corporate sectors, particularly in the 


former. If the projections are realised, the share of public sector 
savings in aggregate savings will increase frora 17 per cent ru 1979" 


sector will increase from 7 to 8 per cent, whereas the share of the 
household sector will fall from about three quarters to about tv/o- 
thirds. However, given the present wei^t of -the household sector 
in total savings, reaching a savings rate of 25 per cent woa'ild require 


household sector. Close to half the increase in household savings, 


it is hoped, will take the form of financial assets. Thus 


ocording 


to the BLan targets, the household sector would transfer about 6 pe: 
oent;'pf Other sectors by 1984-85. 


.Bduselftjd; ‘Bavins, therefore, have been and, in’ the foresee' 


to be of critical importance to physical 



assets formation in the Indian economy. Not only do the ’’households" 


undertake almost half the aggregate physical investment, but through 


public and private corporate sectors. The behaviour of "household" 


savings v/ill to a large extent determine whether the Sixth Plan invest' 


ment targets are achieved or not. This is likely to be particularly 
so if the ambitious public eeetor savings targets are not achieved. 


■i-he determinants of both the households savings rate and the 


savings pattern need, therefore, to be carefully understood. In 


so-called household sector. This sector, it will be recalled, is 


agents and rtr-ganisations other than those accounted for by the public 


holds, all unincorporated busi '.ess enterprises axe included in the 


household sector 


One segment of the household sector with some degree of homo 


genity is the r^Iral sector. Eural areas are those with a limited 


population siae and relatively, low population density, and where more 


In actual practice, the rural sector is defined in a negative 
manner. Urban areas are those .with municipalities, civil lines, 
cantonments etc. and those with* (a) population siae exceeding 5s000 
(b) population ..density exceeding ; 400 person per square Em and (c) 
leas than three- qpar ter s of the workforce engaged in agriculture, I ,, 


4 


A 


n 
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The Hiipor-caxice oT trie rux-al sector to the Indian economy is, 
ofcotirse, well known* About 75 cent of the Indian ■populatio:! 
is located in the rural areas . Almost two-thirds of national income 
is generated in the rural ar-eas. Above all, agricultural production 



dominant not just in terms of income generated and numbers employed 



is almost entirely a rural activity 


In this paper, we examine savings generation and deployment in 


the rural sector. We examine the level and determinants of . in' 


■within the rural sector as vie 11 as , the flow of resources to and from 


As fax’ as possible, rural aggregates have been broken up to 


provide estimates fox agricultural and non- agricultural housaliolds 


Separate study of savings behaviour of agricult-ural households is 


ynsunics of Indian agricult-ure 


resource contribution in the initial stages of industrialisation 


Separate treatment of agriculture is required because, despite agri' 


culture’s dominance, rviral aggregates sometimes give a picuture very 


different froci that relating, only to agricultural households 


The main theme that emerges is that there is no clear evidence 
of an iiicrease in rural or agricultural savings rates , but there is 
considerable evidence of a. change in the pattern of savings, i.e. in 
.asset preference. „• There.ha've. been shifts in preference betvreen 

playsical assetSj^' and also between the coiaponents of 



‘K 4 ■ '^''T r. ’" f* ' C- . C- ' ' ’ 

, iw' W Uil , ■>...->0-- U ,.., .-fi 

The "avjOr :,rganised as fellows; 

All-India aggregate rural savings and savings ratps over 
1961-62 to 197S--79 ar’S oresen'ced in section 1. All-India financial 
flows in the iirrvol sector over the aaaie period are described in section 
2, The, regional diin.onsions are explored through an inter state compari- 
son of rural savings and finaixcial flows in section the complete 
enumeration of physical and financial flows is attempted only for 
1971-721 some iraportant components of financial flows are, however, 
considered for earlier and la.ter years. In section 4* the determinants 
of physical invostment in agriculture are sketched. In the crncluding 
section, the determiiwints of agricultural savings and the relfitionship 
between physical in''''esio ent and :,-et financial flow's are enumerated. 

On that basis, the Rixfch llan '•■ergets of irrigation, household savings 
and institutional credit; be agiu-ouiture are assessed. 

Section 1 i A ggregate sav in gs; all India, time series 

¥e have estiuited aggregate savings in the rural, sector 
and also the rural savings rates for bhe period 1961-62 to 1978“79<> 

In this section we present these estimates and highlight some features 
of interest- • ' ■ ; 

The aggregate savings of the agricultural (A) sector, the 
non-agricultural rui-al iK’ifi) sector and the entire rural (Jl) sector are 
shown in Table '1. All savings reported here -ar^ gross savings, i.e., ■ 
no attempt lias "been mad© to ' aooount f or depreciation. The physical and,.: 
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finaii!- ‘.al components of rural savings were indepcrdently estiira,bed„ 

The estimation deta,ils are given in Appendices 1 and 2., In oin dis“ 
cussion in the ma;n text, we shall refer onlj to these aspects of thc 
estimation procedure which are of relevan.ee for interpreting ole est-l.'- 
mates. The physiceJ investment figures for 19^1 -”52 and 1971"h't weic 
obtained from PlBI's hoht and Investment Surve.vs. . Physical irv isbmr h 
expenditure is here tahen to be the gross capitaJ. expenditure rep-' .’tou 
in the Surv ey s minus expenditure on purchase of land and land riglits , 

It includes expenditure on purchase of livestock and durable 1 ousehold 
assets, but does not include accumulation of inventories. Th.e physical 
investment estimates for years other than 1961-62 aiid 1971-72 were 
obtained by assuming a constant growth rate, (Por the compairabilify 
the 19-.,‘1~62 and 1971~72 estimcv.3S5 see Appendix ;), 

The corresponding savings rates also shown in Tc. tie 1, 

There rates measure the proportion of savings to income generated ir 
oliab seetcr.. '■"h.o ;'uco;;ic gor' raveu jx agricul ouro wns obtpf.nod fron 
ngO's Iiatio-aa.1 Account s Btati stics. Sural .income was assui;;ed to .t.^ 

^ QgO in ar 

estimate made for 1970-71 (see 

' ■ ■ ■ ^ ' %.hounts Statj?!-^:ios- 1 f" 

.Appendix Taole A.l.'i), The EAS iro'r'' doi-^. 
between the rini’e.! and agricultux^al incoiaes® 

-^rom iable tlie follov/jn.g, .featin^e ol* tlie nux'sJ 3 (xv.iiig 3 .rase 

emerge s 

0 Ig^nsgate savings rate' 

The rural savings rate has on an average been around b per c.-nt, 
At this level, the rural rate:, has been significrntly lower th 3 .n the 
all-India rate,' 



-i-'aDle i . 


Gross aggregate sctengs (Re. cm-es' 


Satengs rate 


1 


Agriciil- 

tural 

heuse- 

hclds 


1 


lion- agricul- 
tural hru'^- 3 - 
holds 


All lural 
hc?!j.se- 
holds 


Agilcul- 
tural 
liouse- 
. holds 


All^ rural 


Non-agricul 

tural liouse-- l.oase- 

holds holds 


k 


871 

125 

996 

0.13 

0.06 

0.11 

946 

146 

1092 

0.13 ■■ 

0,06 

0.12 

1010 

, . '159 

1169 • 

• -o.. 12 

0.06 

oir- 

1074 

153 

1227 

0.11 

■ 0 .Q 5 , 

0.09 

1133 

178 

1311 

0.12 

0.06 

O'. 10 

1173 

157 

1330 

0.10 

0.04 

■ 0.09 ■ 

1253 - 

■ 193 

1446 

■ 0.-09 

0.04 

p.cs 

1290 ' 

221 

1511 

0.09 ■ 

. 0.05 

0,08 

1365 

246 

1611 

0.09 

0 . 05 , 

0 . 08 

1542 

250 

1792 

0,09 ' 

0.05 

0.08 

1634 

265 

1899 

■ 0.09 

0..05 ■ 

0 . 08 - 

1782 

314 

2096 

0,09 

0 .C 5 

^ 0.08 

2115 , 

. . 324 

2439 

0.08 

0,04 

0.07 

1923 

320 

2243 

0.07 

0.04 

C .06 

2259 

394 

2653 

0,09 

■ .te 05 

0.08 

2335 ' 

2630 

■ 569 ' 

544 

2904 

■ 3174 

0,08 

0,08 

0.06 . 

0,05 • 

0,08 

0.08 

3078 

572 

3650 

0.10 

0.'06 

0.09 


^he savings rats has been estimated b-''- di^rLdinir +ha 

by iBlevantJrcome. Kuraltencome was" assumed to be ' 

cultural income as indicated hv M»+-; t « ^ times -agri- 

Appendix Table A. 1.1 19gV 

Sources: lj - 

2) CSO, atuena Acccunts , ^ 



.vings raxe 


been aromid 10 per cent aiid the savings rate of households i as 


been around 


stimation nrocedure 


ted here on a'ccount of th 


however 


vfhen the estimation bias is adjusted for 


3 ) trends over time 


then. The saving, 


f lliJl households h 3 ,s remained almost unchanged. Thus, not only ha 


rate been lower than the all-India rate, it has also 


shown no tendency to ' increase during a period which saw impre. 


In deriving the savings rate, the aggregate savings of A households, 
which also engage in non-farm activity, was divided only by agricult- 
ural income. Thus the savings rate of A households is overstated. 

On the other hand, the estimated tUJi income, which is derived as a 
residual, is an overesthaate, and the BUR savings rate is, therefore, 
an underestimate. 


The rural-all -India comparisons must be cautiously interpreted. The 
difference between the rural and all-India rates (at a ;3oint of time 
and in the trends) is probably exaggerated. The all-India esttn'a,tes 
az'e prepared by the CSO, The available evidence suggests tlig.t the 
CSO's estima-tes of physical investment in the "household" sector are 
considerably overstated. These estiiiKites are in general based on 
the Eel's Debt and Investment Survey of 1 961 -62 and are moved forward 
each year by some composite index of income, population, area sown etc. 
The extent of increase in investment shown by this metliod is not borne 
out by the 1971“72 Survey (See Bao and Rao, 1982). There is no reason 
to consider one S urvey superior to the other. As discussed in Appendix 
:1, the EBl; considers the two Surveys completely comparable. Thus our 
estimates ,pf physical investment, in agriculture are not strictly ' ' 

comparable, ’:tC^idie. /CSO ';s 'hou^ investment estimates and hence to 

GS0,*,,/,v.ag^;e'gate sayings7,ahd investment estimates. , , ■ ■ 
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Tii8 lall in savings ra.t8> in the iiiid-1960s was due probably to 
the ejrtremely low level of agricultural production during 196 5-66 and 
1966-67= Ihe fall specially sharp in the case of financial savings ^ 
ani there Vo-Sj inflect, a significant net inflow of financial resources 
into agricultural households via institutional credit agencies during 
the second half of the I960s (we discuss this below in greater detail). 

I'he failure of the savings rate to revive in the 1970s despite 
the rapid grox^/th of financial savings (as discussed below) was due 
mainly to tne continued sluggishness of physical investment. Of course, 
our invesoment ligures are based on the assumptioxi of a constant grox^^th 
rate that prevailed during the 1960s. It could, therefore, be objected 
that the sluggishness in the 1970s is built into our estimates. How- 
ever, the limited available evidence from the Livestock Censuses of 1977 
and earlier ’’•ears also does not indicate any acceleration of invest- 
ment .u' the 1970s. As we shall discuss in Section 4, there seem reasons 
to believe that fixed investment in agriculture has indeed grown slowly. 

Also, our physical investment estimates do not include working 
capital investment. Though physical fixed investment has grown slowly, 
invesbaent in working capital has increased very rapidly, the groxA?th 
. has been particularly sharp in the addition to cxirrent material inputs, 
from about Rs, 100-1 50 crores annually in the second half of 1960s to 
about Rs. 200-300 orores annually in the 1970s. However, despite the 
rapid growth, the increase in current material inputs continues to form 
a small part of total investment and less than ‘1 per cent of income. 

It inclusion in our savings estimates will not, therefore, affect the 
observation that the savings rate has not grown. (Por the details of 
Woricing oo^pital conipu’fca’fcioii^ sea Appendix 5*)‘ 
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^'iie savings rate is iiu’luenced by several factors. Here it may 
be noted that the lacic of growth in savings rate is consistent with a 
rural per ca.pita real income that has remained stationary (see Table 2). 
Other variables that influence the savings rate are considered an 
Section 5 and 4.' 

Section 2 i I’inancial savings s All India, time series 

In this section, we discusss (1) the magnitude of ooural net 
financial savings? ( 2 ) the changes in composition of rural, financial 
assets and liabilities? (3) the relationship between rural net finan- 
cial savings and rural physical investment? (4) the share of rural 
financial savings in total "household” savings and (5) the relation- 
ship between "formal” and "informal" financial assets in the rural 
sector. 

1) Het financial savings 

As indicated above, there have been important changes in rural 
financial savixigs, and these have significant implications- for rural 
resource mobilisation. The estimates of rural net financial savings 
are presented in Table 3 « 

In estimating the net financial savings, the annoaal acquisition 
of financial assets and liabilities was separately computed. Only 
formal (or external) financial assets and liabilities were considered. 
These are assets hnd liabilities that involve transactions with insti- 
tutional agencies. They are distinguished from informal (or internal) 
borrowing and lending, which cancel out within the sector and hence do 
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lable 2: , Rural per camta income f.r^pnH.Q 


Years 

Index of per capital 
income 

(current prices) 

( 1961-62 ■= 100 ) 

/sgriculturai labour- 
ers' consuraer price 
index 

( 1960-61 =100 ) 

1 960“61 


100 

1961-62 

100 


1962-63 

100 


1963-64 

114 


1964-65 

137 


1965-66 

130 

169 

1966-67 

152 


1967-68 

185 


1968-69 

177 


1969-70 

190 


1970-71 

201 

206 

19'71-72 

204 

215 

1972-73 

220 


1973-74 

291 

313 

- 1'^4-75 

315 

413 

1975-76 

285 

345 

1976-77 

300 

524 

1977-78 

338 

349 

1978-79 

330 

340 

Sources: 1. CSO 

^ 8-.,. S’t.a’bls’fci cs ^ *ri is 

2. CSO 

Ststistical Abstracts 

iof ':lndia^:v' ■ ^ 



not ooiint in t-ns estm 3 ,l':;:ton or triO sectcr ' s net savings, me iinancicil 
a.ssets thus considered were s currency, lift, insurance premia, provident 
fund contrihutionvS, small savings, commercial ba,nk deposits and co- 
operative shares and deposits. The sources of financial liabilities 
considered were commercial banks, co-operatives and the government. 

Net financial savings in any year were estimated as the difference 
between the. as sets acquired and the liabilities incurred. Positive 
net financial savings indicate a net lending of resources by the sector 
and negative net financial savings indicate a net inflow of resources 
into the sector. 

Table 3 shows that there was a net inflow of resources into 
agricultural (l) households in. the 1960s, particularly in the second 
half of that decade. However, the direction of resource flew changed 
quite drrmaticc.lly in the 1970s, The resource outflow from L house- 
holds n the 1$70s fluctuated '’rom year to year but showed a.i overall 
increasing trend. 

In contrast, Hidt households have been net financial savers 
right tiirough. The magnitude of MAS net financial saving in the 1960s 


* The net inflovf computed here is less than that computed in an 
earlier exercise (liody, 1981). The difference arises because 
lending to agricultural households, by professional money lenders 
and traders, which was earlier considered an inflow into agriculture 
is here not included as a net inflow. 



■ . , i- C 


^ 0 li .:i BXXC 1 

al savino'ci 

end tvJTV’Sical 1 riirpo+mciri-f. 



fieu finejicial savxngs 
(Hs. orores) 

Net financial sa‘'/insrs 

Gross physical in^-estment 

Se ct or 

SAR 

Sector 

R 

Sector 

A 

Sector 

t. 

Sector 

R ' • 

Sector • 

1961-62 

- 21.73 

45.34 

23.61 

- 0.02 

0.57 

0.02 

62-63 

- 1.73 

61 ,84 

6g.11 

- 0.00 

0.74 

0.06 

63-r6/i. 

0 Q:C 
,y ,. OD 

68,9c 

72,76 

C.OO 

0,77 

0.07 

6iy.-o5 


56.85 

62.75 

0.00 

0-59 

0.05 

65-66 

— 0 . b4- 

75.27 

74.63 

- 0.00 

0.74 

0,06 

66-67 

- 30.82 

48.74 

17.92 

- 0.03 

0.45 

0.01 

67-68 

- 25.45 

77.15 

51.70 

- 0.02 

0-67 

0.04 

6S-69 

- 67.00 

98.16 

31.16 

- 0-05 

0.80 

0.02 

69-70 

- 74.75 

113.78 

39.03 

- 0.05 

0.86 

C.02 

70-71 

13. p7 

109.58 

122.65 

0.01 

0.78 

0,07 

71-72 

10/05 

116.16 

,126.21 

0.01 

0.80 

0.07 

I2-T3 

51.55 

156.39 

213.94 

0.03 

0.99 

0.11 

_^_,73-74 . 

284. 4B 

/' 

115.39 

439.87 

Q.''6 

. 0.92 

i 0.22 


■■ 

"■ ' ■ / . ■ ■ ■ ■ .. 

i i-rU m \ ^ 

. 1 #cU , jf'o - 

- 0.01 

0,78 

0.06 

^5~16 

i97.32 

201.61 

3" *.93 

0.10 . 

t,.05 


76-77 

O45.16 

364.53 

509.69 .. 

0,07 

1.79 


77-78 

^ 304.92 

327.45 

632.37 

0.13 

1.51 

0,25 

78-79 

'609.99 

340.01 

950.00 

0.25 

1.47 

0,35 


Note: 1) A negative, sign indicates net inf3.ow of financial resoarces 

1111:0 -tne sector. 


2 ) A: agn cultural, KAE; non- agricultural rural, 


v/as greater, than thp_ deficit' ‘o:r'--';’i'r';£e-holdSj so rhat- there wa.s a net 
. saATings outflow fre-a-'the' rural' sector even , hen there was a savings 
inflow into the 3.ari cultural sector, 

IhiR financial_._sayings...have grown ; steadily right throu^. ' In 
the. 1970,8 ,• however, it is the A households (which were def icit in the 
.1960s) that increased their- financiaJ savings at the more rapid rate. 

Before seeing the financial flovrs in relation to other relevant 
magnitudes, it would be useful to take a closer look at the components 
of these flows. ■ 

2) financial flows - a disaggregated -picture 

We examine here the instruments arid agencies throiigh which the 
rural financial flows have been mediated. On the assets side, the ' 
most significant change has taken place in commercial bank deposits 
(see Table 4)- ^he share of commercial ' bank deposits in rural financial 
assets was 6 per cent- in the e.-irly 1960s and rose to over 50 per cent 
in the late 1970s. .The shares of all other assets have fallen. How- 
ever, it must be noted that even the instruments with falling shares 
show significantly rising absolute magnitudes. 

A point of difference between A and Ih'jJEl households may be noted. 
Though both groups show the same basic trends in the composition of 
assets as outlined above, the share of provident fund contributions 
in A household savings has always been lower and the share of co-opera- 
tive shares ' .and deposits has always been higher than the corresponding 
.shares 'for HAil' households. 
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L ablg„/: -l S oappsition of forma .1 .financial sa-vlngs (per cent) 


Years 

Life 

Currency insu- 

P.F. 

Small 

savings 

Co-op. 

shares 

Ceram. 

bank 

Total 



ranee 

etc. 

and 

and 

dep. 





"others'* den. 






S 

URAL 




1961-62 

25 

16 

31 

0 

18 

6 

100 

1962-63 

33 

15 

30 

c 

14 

6 

100 

1963-64 

35 

13 

26 

1 

16 

7 

100 

1971-72 

24 

11 

22 

6 

12 

21 

100 

1972-73 

28 

10 

19 

8 

14 

19 

100 

1 973-74 

33 

11 

21 

11 

9 

13 

100 

1976-77 

■27 

9 

18 

5 

12 

27 ' 

100 

1 977-78 

15 

'9 

18 

5 

11 

39 

100 . 

1 978-79 

22 

7 

15 

5 

12 

34 

100 




A G E I ( 

iu L T U 

R A L 



1961-62 

23 

16 

24 

1 

30 

6 

i'(Tn 

1962- 63 

1963- 64 

32 

33 

16 

13 

■: 25 

20 

-1 

1 

23 

26 

6 

7 

100 

100 

1971-72 

27 

10 

15 

7 

18 

23 

100 

1 972-73 

^0 

9 

13 

8 

20 

21 

100 

1973-74 

,32 

9 

■13 ■ 

10 

12 

23 • • 

100 

1976-77 

29 

8 

12 

5 

17 

30 

100 

1977-78 

15 

8 

12 

6 

16 

40 

100 

1978-79 

23 

7 

10 

5 

17 

35 

100 


Source : Appendix 2 
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" On the credit side, it will be sean from 'fable '5 that the .. 
large net inflow into 'the agricultioral sector in the second half of 
the 1960 s came mainly from the co-operatives. In the 1970s, the net 
inflow from the co-operatives has not grown and has, inf act, probably 
fallen. At the same time, though conimercial bank credit to agriculture 
has grovm rapidly, the equally rapid increa,se in commercial bajik 
deposits has meant that commercial banks have throughout been a. net 
recepient of resources from the agricultural and rural sectors. The 
net flow to commercial banks has probably increased in the 1970s. 

'There hais also been no significant increase in government credit to 
a,gric.uJ.ture. 

Thus, while the main institution credit agencies have not been 
increasing the annual net financial inflow into agriculture to any 
significant extort, savings in the form of currency, life insurance 
premir and provident fund corrb’ibutions have been growing, leading to . 
ari increasing net outflow of financial resource from the rural sector. 

To gain some perspective on these rural "formal” financial 
flows, we examine them below in relation to rural physical investment, 
aggregate "household" sector financial savings and "informal" financial 
savings. 

5 ) Met financial savings and physical investment 
a)’ , Agricultural households 

erring back 'to will noted that till the early 

hst;., financial- savings of ^.agfioultoral, households were less than 
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2 • id 'S . L^ ,.. -7-iis-‘-'->C-i-eu- XJ-Gw oO mS'ti'bu'fcinnal rriJiH-iT. 


■ crores ) 


agencies 


lears 

1961-62 

1962-63 

19 ' 53-64 

1964 - 65 

1 965 - 66 

1966 - 67 

1967 - 68 

1968 - 69 

1969- 70 

1970 - 71 


Conmercial banks 

ftiral. Agricultural 


3.82 
4.73 

6.82 
6,16 

8.76 

10.91 

12.89 

15.50 

18.48 

21.85 


2.87 

3.76 

4.89 

6.28 

8.36 

10.66 

13.73 

17.59 

14.46 


Co-operatives 

- 32.51 

- 32.51 

- 38.04 

- 19.27 

- 64,11 

- 59.27 

- 70.01 

-148.69 

- 171.22 


Gcx’-eminent 

- 45 

- 48 

- 57 

- 55 

- 61 

- 68 

- 74 

- 80 
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5 per cent of investment in physical assets formation. In the early 

1960s and early 1970s, in particular, net xinancial savings v^eie 

negligible. In the second half of the 1960s, the net saving inflov; 

of ■ 

into agriculture touched 5 pe^? cen"^ physical investment in agriculture 
and was, therefore, of some significance in financing private agri- 
cultural investment. Prom the point of view of the non-agricuLtural 
sector, however, the .savings transfer was negligible right through 
to the early 1970s, and even in years of high savings inflow into 
agriculture, the net inflo\\' was 1 per cent or less of physical invest- 
ment in the non-agricultural sector. 


Since the. early 1970s, however, the net financial outflow from • 


agric-;lture has grown significantly, and in 1978-79 formed 25 . < 2 ent 



of physical iavestment in that sector (and roughly 2 per cent of the 
sector’s incomB.).. In 1978-79, in fact, . agriculture 's net financial 
savii-js had grown .appreciable' even in relation to non-agr.i( ulturaJ. 
investment, constituting about 5 cent of such investment. 


lelative to A households, households have always had a 
greater preference for financial savings. This preference (as in 
A households) has increased over time. In the early 1960.^, NAR house 


■ holds' financial savings formed between half and three quarters of 
their physical investment. But by the late 1970s, financial in-vest- 

■ meht was one and a half times physical investment (and roughly 4 pe^:- 

f-lV f'/ ill ''-A 

pSO inyes'im^dnt estiiaates. 


■ ■ . net;^ savings oi: JiE households have not toesn 

negligible even in relation to non-rural investment. ' Since an exact 
measure of non-rural investment is not available/ we use non-a^i- 
cultural investment as a pro^^y. Ih the 1970s, ae-fe financial savings 

of HiE households have been between li and 2 per cent of non-agricul- 
tural investment. 

4) Sural.,.,. and "household" finano-i^r 

Given the large increase in rural financial savings, it is of 

interest to enquire how rural financial savings trends compare with 

trends in financial savings of the entire household sector. ¥e look 
into this question here, 

_ fable 6 presents the relevant figures. ¥e are here still 
discussing only "formal” financial savings. It win noted that gross 
rural financial savings (i.e., the total: acquisition of financial 
assets) as a proportion of gross "household” financial savings has 
changed very little over time, fhe proportion has moved within the 
narrow range of one-fifth and one-fourth. However, the lack of change 
in the aggregate conceals disparate. trends in the components. Rural 
currency acquisition, of course, has been assumed to be a constant 
one-third of household currency acquisition. The share of rural house- 
holds in life insurance premia declined in the 1970s according to 
indicators reported in the LIC Amua a Reports , (see Appendix 2). fhe 
share in provident fund contributions has also fallen over time. 


* Our estimates & CSd estimates are not cqmparabie. 



1961,-62 ; 0 . 20 , 

62- 63 . ,0.23 

63- 64- . 0.20 

64- 65 0-.21 

65- 66 0.23 

66- 67 . 0.19 

67- 68 0.24, 

68- 69 0.27 

69- 70- 0.26 

70- 71 0.24 


1 ) Appendix 2 

'2) :i:: - ffl - :ctiri^ncy ^ and 

see also Appendix Table VII 








Balancing these, the share of rural households in coimiercial bank 
deposits has increased significantly. 

the 

It will be noted from Table 6 colirnn (5) that_^share of agri- 
cultural households in rui-al financial savings has increased over time 
and hence though the rural share in all household savings has remained 
steady, the agricultural share has sli^tly increased. 

The share of rural households in net household savings (gross 
savings net of credit taken) fell in the seond half of the 1960s as 
credit inflow into agriculture increased, the share returned to the 
old level in the early 1970s and even slightly exceeded that level 
by the end of the 1970s. Thus, in the late 1970s, 3,bout 15 per cent 
of net household savings came from rural households (see Table 6, 
colimn (4)). ^he increased share of rural households in the 197«8 
reflected principally the increased financial savings of agricultural 
households which increased the.ir share in rural as well as all ’’house- 
holds” net savings. 

5) '’Pormal” and "informal’” financial savings 

■ Considerable investment activity takes place within the rural 
sector v^'hich does not show up as investment of the sector as a whole 
because it is balanced by an internal disinvestment. Thus, money 
lending within the rur^ sector creates simultaneously an equal 
financial asset and liability, creating no net asset for the sector, 
Similaxly, land: purchases within the sector involve, investment by V 
one p"axty.aad an equal disinvestment by aixjther. 
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¥e corapare here the trends in ''formal" financial saving rnd 
informal investment activity. \'Ie estimate informal financial savings 
by aggregating the debt owed by rura.1 households to non-institutional 
agencies as reported in EBI’s Debt and Investment Surveys. It is 
assraied that these non-institutional agencies are located within the 
rural sector and hence corresijoading to the debt there are financial 
assets held in the raral sector. This procedure had to be adopted 
because, typically, informal lending is understated, lor the details 
of estiination, see Appendix 2. 

In Table 7j informal financial saving is shown as a proportion 
of gross formal 'financial saving. It may be seen that the proportion 
has declined during the last iv'o decades. 

Table 7 » Dural "informal” savings . 

fependiture on 
purchase of land 
as a ratio of gross 
f 0 rmal f inane ial 
savings. 

• '-0.95 

0.40 


Sources : l) Appendix 2 

2 ) BBI All India Debt and Investment S\rcvey. 1971“72. 

It also appears, from Table 7 that gross formal financial 
' saving' has risen. .faster than expenditure on purchase of land. ; , 


Informal financial 
. savings as a ratio 
of formal gross 
financial savings 


1961 “62 
1971-72 


0.64 

0.26 
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saviii-KB aixi finaiicial flows State wise 


1) Ag:grea:at£-saving3 

The state wise aggregate savings rates of agricultiiral 
liouseholds in 1971~72 are shovm in Table 8, Only agricultural house- 
holds have been considered because state wise data on inral incomes 
was not readily available. The savings rates vary between a low 
of 2 per cent (in Maharashtra) and a high of 15 per cent (in Kerala 
a.nd Sajasthan). 

a) Per canita income 

In order to understand the variation in the savings rates, 
we compared them with per capita incomes of agricultural households. 
When the ranks of •^he two variables are compared, we find that I'laha- 
rash'cra ana Orissa with low per capita incomes have low savings rates, 
Kai’na'i/.ka with a relatively h^.^h per capita income ha,s a high savings 
rate and Madhya Pradesh is in the middle of the spectrum with regard 
to both the variables. 

b) Production acceleration 

But oiearly, per capita income does, not explain the varia- 
tion in the other nine states. The ranks of the two variables in 


One could blow-up agriciiltural income by the rural/agricultural 
worker ratio- But this would give misleading results since the 
value added per worker is higher, in non-agricultural activities. 
Moreover,' the value added per, worker-' probably varies significantly 
between states.,,' ^ '' B'' ^ 



Agricultural savings rate 


tate-wise 1971-72 


Note: l) Savings rate is aggregate savings as a percentage 
of income in agriculture and allied activities, 

2) Rural population was multiplied by the proportion 
cf ^^?orkers engaged in agriculture to obtain the 
agricultural population. 

3) Figures in brackets are ranks in the ascending order 

Sources: I) Appendix Table 6; and Appendix Table IX 

2) RBI Bulletin . April 197g. 

3) India Bulletin of Food Statistics 


avmgs r - oe 


rer carj 
income 


Andhra Pradesh 

4 

(2) 

521 

(7) 

Gujarat 

11 

(8) 

581 

(11 ) 

Haryana 

10 

(6) 

367 

(12) 

Kamata 

12 

(9) 

529 

(8) 

Kerala 

15 

(12) 

531 

(9) 

Madhya Pradesh 

10 

(6) 


(4) 

Maharashtra 

2 

(1) / 

372 

(1) 

Orissa 

5 

(3) 

Jin 

(2) 

Punjab 

12 

(9) 

, 1061 

(13) 

Rajasthan 

15 

(12) 

431 

(5) 

Tamil Nadu 

5 

(3) 

470 

(6) 

Uttar Pradesh 

12 

(9) 

380 

(3) 

West Bengal 

g 

(5) 

535 

(10) 










these states differ by thi'ee or more. - we, therefore, corivsidered the 
role of acceleration in production. During an accelerating phase, 
the savings rate is likely to be high for two reasons; (l) oonsuiap- 
tion standards change at a niiich slower rate than income p and (2) if 
the production acceleration reflects attractive investment opportuni- 
ties, then there is an obvious incentive to save. In a decelerating 
situation, these factors would work in reverse. 

Six states show a lower savings rate than w,arraiited by their 
per capita income (i.e. the rank of the savings rate is considerably 
lower than the ranlc of the per capita income). Of these, Andirra Pra.™ 
desh, lamil hadu and Gujarat experienced a large deceleration in 
agriciL-tural production in the second half of the 1960s (see Table 9)* 
Thus in these states decelerating production from the mid 1960s did, 
apparently, rei=ait n. a lew cavings rate in 1971-72. 

Converci'ly, Kerala, Eafastl'en and Utter x-'radesh, states with 
savings rates in 1971-72 higher than warranted by their per capita 
incomes, experienced a sharp rise in production growth in the second 
half of the 1960s (Table 9)» 

It, therefore, appears that production acceleration ( or dece- 
leration) has a significant influence on the savings rate, 

0) Limits to savins, rate ? 

There are three states for which the level of the saving rate 
is explained neither by the level of production nor by the change in 
the rate of production growth. These -staiies are Punjab, Haryana and 
■ West Bengal.. ;■ Agriculttiral 'households ■ tH' these , states had.vs^^y hi^ 
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Ta'b'^.e 9* irmual growth ratps of agricultural production 
( deri^^red. from trljrnial a'verages of terminal 
vear index numbers ) 


States 

1953-54/ 

1963-64 

1 963-64/ 

1977- 78 

1960-61/ 

1970-71 

1970-71/ 

1977-78 

Andhra Pradesh 

3.16 

1.54 

1.95 

2.32 

A-Ssam 

G.94 

1.92 

1.77 

1.59 

Bihar 

2,59 

1 .’66 

1.38 

2.11 

Gujarat 

5.02. 

2.83 

4.29 

2.37 

Karnataka 

3.94 

2.77 

3.53 

2.14 

Kerala 

2.42 

2.22 

3-33 

0.22 

Madhya Pradesh 

2.49 

0.94 

1 .15 

0,22 

Maharashtra 

2.68 

2.23 

-0.99 

6.42 

Orissa 

3.45 

1.37 

3.26 

1.53 

Punjab & Haucyana 

0 0^ 

6.21 

5.75 

5.01 

Rajasthan 

3.23 

3.72 

3. '5 

2.82 

Tamil Nadu 

4.04 

2.29 

2.31 

1.93 

Uttar ^'radesh 

1.45 

3.53 

2.70 

2.85 

West Bengal 

1.49 

2.58 

3.12 ' 

1.89 


Source: Jose 1982 Table 5 , p.14- 



Table 11 shows the /net finaholaT' flows liuring 1971-72 in most 


per capita incomes CPonjaD iiousenords had the highest? Eaxyana, the 
second highestjand V/est Bengal, the fourth nighest). But the savings 
rates in these states were not appreciably higher than in the other 
states. It is possible, of course, that the savings rates here are 
understated. That, however, is unlikely to be the whole story. 

It seems likely that there are limits to savings in forms 
considered here by us. The bulk of agricultural savings takes the form 
of physical investment in farm production. This investment is governed 
by the state of a,gricultural technology as we elaborate in the next 
section). That there are limits to the extent of investment in farm 
activities is reflected partly in the fact that non-farm investment 
grew di,;:ing the 1960s at a much faster rate than farm investment in 
almost all states (see Table 10). 


Also, till the early 1970s investment in formal financial 
institutions was limited by their poor spread, in rural areas and,_. 
of course, by the limited degree of agriculcural commercialisation. 

2 ) I’inanoial flows 

¥e consider first the financial flows in some detail for 1971 
^2 and then consider certain component flows for which information 
over time is available to get an idea of the trends. 

a) let financial flows. 1971-72. 



i'jvk-v 


-uaj- ^X‘Owt.xi Jia.tes of (jross Qsxs. 
umdeii^a ker by cultiTator, 


(per cent ) 


Total 


oirp/:mid grovrbh rate implicit in the two end point obseryations 
o: .bBI ill, India Debt and. Investment Survey'. 
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raa.jcr stcttes in India.’ Tiie ' pictara is one of considerable inter- 
regional variation. At one extreme, there jas a net savings, and 
hence net outflow of resources from the iniral sector, of Rs.60 crores 
in West Bengal. At the other extreme, there was a net resource inflow 
of Rs .75 crores in Maharashtra. 

The variations, hov/ever, are not without a pattern. Some 
features of interest may be noted. Firstly, though the A sector in 
several states wa.s a net recepient of resources, the MilR sector uni- 
formly had positive net financial savings. 

Secondly, the large net outflows from agriculture, both in 
absolute tenns as well as in relation to physical investment, were 
from West Bengal, Bihar and Kerala, Of these, Kerala has had a long 
history of commeiclalisation and developme-it of financial insxitutions. 
This very probably explains the very high level of per capita gross 
investment in financial assets in Kercda (see Taole 12). 

West Bengal, Bihar and possibly other Ilorth-Eastern states 
(though we do not have complete data for these states) fall in 
another category. West Bengal households did have a high per capita 
gross investment in financial assets commensurate with their per 
capita income. However in West Bengal and Bihar (and other Borth 
Eastern States), the net outflow of financial resources was due not 
so much to the higli level of gross financial investment as to the 
poor inflow of credit from institutional agencies# Table 12 shows 
that the per capita credit' bo rural households was the least in , ^ 

/■■- The computation details are-''iti Appendix 2 . 
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Table ^ 1 : Net Financial savir : 3 - State-wise. 


States 


Net financial savings 
(Hs. crores) 


Net financial savings 
Gross physical investment 


A 


MAR 


R 


NAR 


0.28 0.02 


Andhra Pr8.de sh 
Bihar 

Gujarat 

Haryana 

Karnataka 

Kerala 

Madhya Pradesh 
Maharashtra 
Orissa 
Punjab 
Raj asthan 
Tamil Nadu 
Uttar Pradesh 
West Bengal 


- 0.35 2.00 

32.63 4.92 

-18.91 10.45 

- 7.07 1.52 

-19.79 0.21 

35.25 2.98 

-12.42 5.96 

-92.94 18.37 

-3.01 0.78 

2.57 13.98 

1.35 3.87 

-24.26 6.41 

- 4.81 19.58 

33.44 26.40 


- 1.65 

- 0.01 

37.55 

0.26 

- 8.46 

- 0.16 

-5.55 

- 0.11 

-19.58 

- 0.14 

38.23 

0.65 

- 6.46 

- 0.09 

-74.57 

- 0.81 

- 2.23 

- 0.08 

16,55 

0.03 

5.72 

0.02 

to 

- 0.32 

14.77 

- 0.02 

59.84 

0.42 


0.85 

0.29 

0.75 

-0.06 

0.18 

-0.08 

0.03 

-0.14 

1 .24 

0.68 

0.99 

-0.05 

1 .67 

-0.59 

0v22 j: 

-0.06 

0.72 

0.14 

1.02 

0.05 

0.38 

-0.19 

0.72 

0.04 

1.68 

0.62 


Source: l) RBI All India Debt and Investment Survey . 1971-72 
2) Appendix 2. 
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West tengal and Sihaj:. (-ho pe.;;' 'is-ctiM'e credit was also relatively 

very low in tnese states). In the early 1,9'(0s, co-operatives were 

otill by far the main conduit of credit into rural areas. The small 

inflow of credit into the North-Eastern states was due not to the 

limited physical spread of co-operatives in these states. In some 

measure, it was due probably to the high level of overdue tc the 

co-operatives which set limits to the injections of fresh credit. 

At the end of June 1971? overdues as a proportion of outstandings 

were 60 per cent in Bihar, 70 per cent in West Bengal and 80 per cent 

or more in some of the other North Eastern states. The proportions 

vrere net only much higher than the all-India average of 40 per cent, 

* 

but were indeed the highest among all states. However, it could well 
be argued that the high level of overdues were themselves due to the 
low credit per capita and per hectare, which made the credit sub- 
optional and hence v;asteful. In vjhich case, the attitude of the govern- 
ment towards these states determined the extent of credit inflow, 
since the institutional credit agencies acted according to government 
policy. 

Thirdly, the only state other than Kerala where there was a 
net outflow of financial resources despite an adequate inflow of credit 
was Punjab. This reflected the relatively high level of gross finan- 
cial investment accompanying the high per capita income. 


: Orissa and Jammu and Kashmir were also at the 60 per cent level. 
In these states, too, the credit inflow in the early 1970s was 
poor. 
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Sanalljs states where thsre was a large net inflow of 
financial resources into agriculture dirring 1971-72 were Haharashtra, 
Tai'nil NadUs Kirirnatalca and Gujarat. These states have had among the 
highest shares in institutional credit infloii? (mainly the co-opera- 
tives in the early 1970s). Together, in the early 19703, they accoun- 
ted for about 60 per cent of credit inflow into all states, with just 
Maharashtra accounting for a quarter in some years. The institu- 
tional credit per hectare ha,s been much above the all-India average 
in these states. 

Though the overdues were relatively low in these states which 
received large institutional credit, they were by no means negligible. 
In Maharashtra, Tamil Hadu and Karnataka, the overdues were about 
40 per cent of outstandings and only in Gujarat were they 20 per cent. 

The high level of credit flows in Gujarat and Karnataka were 
probaaly required to finance iie rapid growth in the 1960s. But this 
was net the case for Tamil Nadu and Maharashtra which experienced 
relatively slow growth in the' 1960s, 

Thus, the net financial flows have been determined partly 
by the internal dynamics of agriculture and partly by government 
policy. In Kerala (where the level of coiranercialisation has been 
high) and in Punjab (where per capita incomes had reached a high 
level), the net financial flow was out of agriculture. Some high 
growth states like Gujarat, Karnataka, and also Haryana, drew in 
financial resources on a net basis.:. The North eastern states received 
very little credit, partly because - of .the high' level of overdues. 



which have often been due to wilful default by cultivators (see 
EBI,,1974)» However, certain important inter regional v.ariaiiuis 
cannot be explained by the above lines of reasoning. H'or examolo, 
the large disparity in per capita and per hectare outstanding credit 
as between the Horth eastern states on the one hand and Mahareshtra 
and Tamil Kadu on the other does not seem related to per capiia 
income levels or growth or even the level of overdues. Goverment 
policy, influenced^ by other criteria, appears to have had a signi- 
ficant influence in directing credit through institutional agancies. 


b) Eural “informal” savings 

'’Informal" financial savings or financial assets with counter- 
part financial liabilities within the rural sector have been esti- 
laated as in the all-India case (see also Appendix 2). Purchase of 
land has also been treated as "informal" savings and this aga,in, 
for -.iCst part, is balanced by disinvestment within' the sector. Total 
informal savings have been expressed as a proportion of gross 
"formal" financial savings. The relevant details are presented 
in Table I3. ■■ 

There seems a fairly close relationship between per capita 
income and per capita gross fornial financial savings (col’nin (1) and 
(2), Table 15). In addition, states with a high per capita income 
have a low ratio of informal to formal financial savings. The 
;i' ' ratio in the high income states is: Punjab: 0,61| Haryana: 0.80; 

0,28s Kerala: 0,15 and, Karnataka: 0.77, 
.1'::'' .The' low iiicote in: contrast, have a hi^ informal to formal 
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iDle 


lil wj-ral ' Infonual'' Savings 


State-vise. 1971-72 



State 

: Rank' 

'’‘iiifomal 

Expenditure 

Total 



irer 

capita 

income"' 

per capita 

nr: , f*s C' •W-Ii 

,4. -- 

inal finarb- 
ci?:Ll assets 
.investment , 

financial 
savings as 
a ratio of 
gross for- 
mal finan- 
cial 

on purchase 
of land as 
a proportion 
of gross 
for!ii.al fina- 
ncial savi- 

"informal" 
sa.idngs as 
a propor- 
tion of 
gross for- 
mal .finan- 

Gini co- 
efficient 
for asset 
holdings 




savings 

rigs ■ ' 

cial say- 







ings-^ 




2 

3 

4 

5 

6 4 4';; 

ihidhra Pradesh 

(7) 

( 12 ) 

0.95 

0 , 4 s 

1.43 

0.703 

Uimi; 

(na) 

( 7 ) 

0.06 

0.10 

0.16 

0,672 

Gujarat 

(3) 

( 3 ) 

0.38 

0.17 


0.632 

Karj!'a.na 

( 2 ) 

(ti) 

0.24 

0.56 

0.80 

0.629 

It-'.rnate.ka 

(6) 

(g) 

0.38 

0.39 

0.77 

0.655 

Sfetala,, ■ 

(5) 

(2) 

0.03 

0.12 

C .15 

0.661 

M.adhya Pradesh 

( 10 ) 

( 13 ) 

0.50 

1 .72 

2.12 

0.589 

Maharashtra ■ 

03) 

(5) 

0.22 

0.48 

0.70 

0.649 

Grioca 

( 12 ) 

( 14 ) 

0.67' 

0.45 

1.12 

0.598 

Pail jab 

(1) 

0; 

0.06 

C 55 

p.6l 

0.683 

P'ljasthan 

/ \ 

(iO) 

0 » / 

0.20 

0.94 

0.559 

T ^anil Madu 

'.'8) 

(8 ) 

0/-2 

0.73 


0.711 

Gttar Pradesh 

Ml 1 ) 

(9 ) 

0.36 

0.59 


0.592 -''I' 

V.hsb Bengal 

■ (4) 

(4 ) 

0.07 

C.21 

•04284^:. 

0.660 


The ranks are in the descending order 

Thcwgh the variables in this table all relate to the "rural'' 
sector; per capita income relates to the "agricultural" sector, 
since per capita rural income could not be estimated. 


3. sum of columns ( 3 ) and ( 4 ) 

1 ) ISI .All India Debt and Investment Survey.. 1971-72 . 

2 ) Appendix 2. ^ . 

Staff occasional papers. June 1977 • 
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savings ratios Hajasthari; 0.94i -i-iadnya Pradeshs 2 ^ 12 ^ Uttar Pradesh: 
0.95 and Orissa? 1.12. 

The exceptions to these generalisations may he noted. The 
per capita income for Bihar was not available, hut was probably 
low. The low informal to formal savings ratio in Bihar was thus pro- 
bably not commensurate with its per capita, income. This was alao 
so in Maharashtra. In the case of Maharashtra, wo ha.ve at' leest 
a partial explanation, VJe noted above ths.t liaharashtra, recer'ed 
a very large volume of co-operative credit. To be eligible for such 
credit, cultivators have to subscribe to shares of agricultural credit 
societies and make some deposits also. Often credit is provided to 
help, -"ultivators fulfil these obligations. Hence the higli level of 
formal financial savings in Maharashtra probably exaggerates the 
gen'’'':'ne servings of cultivators. 

Important exceptions also are Tamil Nacu end iindhra Pradesh. 
These states had relatively high per capitc, incomes but also had rather 
high informal to formal financial savings ratio. The explanation 
lies in the high degree of inequality in these states (seo column { 6 ), 
Table I 5 ). It would appear that high inequality creates internal 
demand for credit which richer cultivators are able to satisfy, Eigh 
inequality also probably is accompanied by more frequen'C land sales 
by poorer cultivators to riclier cultivators. The experience of 
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Tajnll Hadu ai'id Andkra Pradesh sugE-;sBts that a high degx'ee of inequality- 
can stem the movement towards formal financial assets. 

It is of interest here to note that not only do farmers in 
imdhra Pradesh and Tamil Hadu engage to a greater eztent in internal 
lending and land purchasers, they are also more prone to stocking of 
food grains. The data on market arrivals shows that Punjab sna 
Haryana farmers market most of their grain v/ithin three months of the 
harvest. Gujarat farmers market about half the grain within three 
months. But farmers in Tsunil Nadu and ilndhra market only about a ' 
quarter of the gra,in v/ithin three months of the harvest. 

c) Trends in statewise rural net financial flows 

Complete information of the type examined above for 1971-72 
is difficult to place together for other years. Me therefore look 
at soi-ie component.' flows, lata are available on co-operatives and 
commercial bank net flow. Since these constitute iniportant components 
of arural finaiicial flows, their trends should be pointers to the 
aggregate trends. 

The data presented below Is all based on three year averages 
around the year indicated. The method of computation is discussed 
in Appendix 2. As above, the important feature of the computation 
method are indicated where necessary for interpretation. 

(i) Oo-Q-peratives 



,14 show ^the net flo’ 

ws to the co-operatives in the 

India Bulletin of Bood Statistics 
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various states for tliree tiaes poi-'^tsc 1 negative sign indicates 
net inflow of resources from co-operatives into agricultural house- 
holds. Almost all signs in Table 14 are negative, indicating tliat 
co-operatives ha,ve been a net source of financial to. resources to 
agricultural households practically throughout the period in aJL 
states. 

Ti/fo states show a net contribution of resources to co-opc-ratives 
in 1977~78. These are Punjab and G-uJarat, It wnll be noted tliat in 
1971-72 both these states were net recepients of Resources froii the 
co-operatives. As was discussed above, hov;ever, when all financial 
flows are considered, there was a net outflow of resources from 
Punjab in 1971-72 even though there was a net inflow through the 
co-operatives. The fact that even on the co-operative accoimt the 
flow turned outward by the late "'97Gs suggests that the outfr.ow through 
other .Instruments also must hf a increased. 

In the case of Gujarat, the aggregate inflow into A households 
in 1971-72 was of the order of Rs. 19 crores (see Table 11 ), Almost 
all of this inflow was accoimted for by the co-operatives 
(Table 14). The large net outflow (Rs. 25 crores) on co-operative 
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Table 1A.: Net Co-o-cPrative Bank Flows: 

8-gri cultural licaseholds 

(Rs. Crores) 


States 

1961-62 

‘71-72 

77-78 

Indhra Pradesh 

- 6.69 

- 8.36 

-34.79 

Bihar 

- 0.18 

- 8.70 

-12.28 

Gujarat 

- 4.34 

- 14.23 

+ 25.00 

Haryana 


- 6.07 

- 16.12 

Kaayiataka 

- 3.02 

-13.30 

-10.95 

Kerala 

- 0.68 

■f 3 * 66 

- 0.37 

Madhya Pradesh 

- 2.94 

- 11,80 

-10.00 

Maharashtra 

- 6.26 

-81 .71 , 

- 2,41 

Orissa 

- 0.56 

- 4.36 

-11.59 

Punjab 

-0.63 

— 4»02 

+ 3.99 

Rajasthan 

-0.28 

- 3.51 

- 11.92 

Tamil " 'adu 

^ - 9.31 : 

-22.06 

- 26.62 

Uttar Pradesh 

-• 4.75:-:4:. 

-21-.71 

-19.67 

West Bengal 

0.85^:'' ■■ 

. + 0.58 

: - 21 . 80 : 


Note: The fibres are all three year aye mges around the 
year shown. The negative entries show a net inflow 
into agricultural households. 

Source: Appendix 2 
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.V t>^at the net financial 

,,,,+ -i-p ■iQ77«78 once agc-'-n - c,.. . - 

accouiit i .••■ I 11 ^ 

,e« out of agrictflWs hcuoahclts iu the ute , 

tf-at the outflows were faiuly suhstautiel. 

Ttot Punoat aud ^uiarat should show laxge aud lucrsasiUa ^ 

• j?* v^ 4 - Tbe‘=?e aro states tha.'t tiav© iio.o. 

flnahoial outflows is siguutaoont. These ax 

- • ri time# They hajve 

high per capita incomes for a long pexao 

o However, it will he noted that 
experienced periods of high growth. 

J- roll nvRV 4 ceP-’fc 5 7.^''-' 

^33Xat experienced ^owth rates well , P 

end 1960S and that the growth rate fell to almost ha 

0 ,^ ( -efahleS). GuiaratWaltn-thusdrewreso-arces 

in the 1970 s (see i able O'!* ^ 

hif^h growth path and with the slackening of 
as long as it Wcas on a hi^ gro.^tn p 

fa 0 -r -PQotinces. The Punjab 

production turned into a net supp ler c 

d, similar. «ith the slackening of growth, 


/wn+flow hrs«as 


anppe sted above, increased. 



« Vi. c nrobablv occurrpa is 
n ..ine-e id sinilar process hi,b proDu.ox^ 
ilnother state viUt-- u o. - 

Karnataka. This is also a state which has, :.3d a ' 

„.,dta income and which experienced hi^ .cwth in the oOs . 

„50s followed hy deceleration in the 1970s (see Tahle ,). -e 

-inflow from the co-operatives xn^Jil 
annual gross credit inflow , ■ in co- 

1 1 of 1971-72. On the other hand deposits m co 

at Rs.18 crores level of 1971 ^ 

• + ■ c, increased, thereby reducing the net :rnua 
operative societies mcr a » 

■ Two states which shewed the largest net inflow .from the 

. . 077-78 and which have also shown a secrlar increase 
■ co-operatives in 197.7 insxxo. 

7'f ■ fp'- o' Hodu and imdhra Pradesh. These :ncreases 

■ ' ' in net ^ :ii 3 ^ 1 oi^iaire;,Ta» 



csjmot be explained by CinaiiKes in giowtii conditions. The growth 
ra,te in. iindhra Pradesh has fluctuated and dia increase margina-ll.^' 
from 2 per cent in the I960s to 2.3 per cent in the 1970s. This 
order of increase does not seem to v^arrant the large increase in 
net credit inflow. In Tamil Ka.du, the large increases in credit 
inflow ha.ve been accompanied by a secular deceleration in growth. 

It will be recalled that these are the states with the highest levels 
of inequality and showed in 1971 "72 a relatively high level of 
"informal" lending activity and expenditure on purchase of land. 

It seems possible that the agricuiturists in these states iia.ve used 
institutional credit for "informal" activities (as defined by us) 
rather than for production purposes. 

The annual credit flows into Maharashtra declined overtime as 
ihe overdues there mo'anted. The .annual flow into the ¥est Bengal 
and Bi:„ar improved, though ovt iue levels declined, only in West Bengal. 
Hov/ever, differences in per hectare outstanding credit betv/een Maha- . 
rashtra, and tiie north-eastern states persist as in the early 1970s. 

(iii) Commercial banks 

The broad observations ma.de from the data on co-operatives 
are completely edrraborated by the commercial bank figures, (See 
Table 15). The large outflow of financial resources have been from 
high income, growth decelerating areas, Gujarat and Punjab. Karna- 
taka’s transition from a net reoepient „of. resources to a surplus . , 
state is also'.seen.^. Tamil Nadu- and' tote Pradesh are once again' 
the' major net resoixTC® hecepiehts, , The flow imbalances between the - ■ : 
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Table 15: Met Commercial B ank Flows: 

rura! * Households 

(Rs. crores) 




1974-75 


Andhra Pradesh 


Qu j arat 


Kerala 


Maharashtra 


Ha j asthata 


Tamij. Kadi 


Uttar Pradesh 


VJest Bengal 


Note; The figures are all three year averages aroimd 
the year shown. The negative entries show 
net inflow into mral households. ^ 

Scfurce : Appendix 2 . 
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i-Iox* bhi'-\-'3.3‘tGr'n vi;)tcL.~G'3s cuici x i3-33,x‘CLS3-b.L-:.*. cU-3xj cbppcs-X' "to "bo 'und.^x'^o xng 
correction. 

Section 4s ITature and determinanta of farm investment 

As indicated in Sections 1 and 5» rural physical investment 
grew only slowly in the 1960s. (The current price .estimates f )r 
1961-62 and 1971-72 imply an annual compound grovrth rate of about 
6 per cent). The slow growth of rural physical investment reflected 
essentially the sluggishness of the dominant farm investment. On 
the other liandj, cultivators' investment in finencial instruments 
grew rapidly during the 1970s. We suggested, above, the financial 
investment growth reflected continued limits to farm investment in 
the 197O3. This must, of course , remain a liypothesis till firm esti 
mates on farra investment are available, dowever, evidence on the 
nature and determinants of farm investment, presented below, seems 
to corrobcrate uur interpretation. 

1 ) C omposition of cultivators* physical fixed investment 

Table I6 shows the changes in the extent and composition 
of physical investment "undertaken by cultivators. Several feat"ures 
shovui up by the table are of importance. 

" ^i)xs :. |*arm; investte .xbx' b7x;'^'7dV7 |'tv7\'^ 7' d x: 

ll7(7::::y^|etidin:7|96|i-6277^5il|f||i:ili|i 

reporting capital expenditure in farm business. fell from "two— thirds 



Table '\6 t Cap ita l exps n dittire o f o nltivatc 


']j Farm business 


Euii-Farm business 


llesidentia-L p. 
an.d buildinga 


Figures in bra^ckets give perceniag'es to totals 


'it the sai^e time uhe sixaz-e of lE'Xm investmsiil in total, inve 


0 '"ell. An G-xanination showed, t-ho'v declin 


undertaking farm investment b 


;e . cultivators 




howevei 


“boi'i stocks and flows shows a' fall 
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::lace aEong smaller cultivators. On the other hand, larger culti- 

ax- i. ^ i*.'-ght„ Valued equipment which requires less fro— 

queni; replacement «, 

The quinquennial Livestock Gensusea support the above inter- 
pretation based on ESI' s Lebt and Investment Surveys. The growth 
tin number of traditional implements and machinery (wooden plough, 
carts, sugar cane crushers worked by bullocks, etc.) and livestock, 

X ioh K.-i=J.ler culti-vators principally invest in, has been extremely low: 
-.0, some cases the 1977 census shows an absolute fall over 1972. 

Cn Ine oxher hand, more modem implements (iron ploughs, tractors, 
pumpoets, sugarcane crushers worked by power, etc.) have been growing ' 
rapidly. These are purchased mainly by larger cultivators and these, 
moreover, require less frequent replacement than traditional implements. 

'■he disinvestment and the greater intervals between replace- 
•■-.ou reaace the annual capital expenditure. The higher value of 
modem machinery and equipment tends to raise the annual capital 
eo-pcnditure. The evidence, as it exists, suggests that the former 

" ■fee us have had a significant impact on reducing the growth in 
the flow of capital expenditure. 

Of course, thus far we have explored only the proximate 
enmges in the nature and location of capital expenditure. Ultimately, 
th-e growth in physical investment is determined by the d^aiamios of 
technological and institutional change in agriculture. We look into ■ ' 


1 

. useful ,to look . at 1^: other conipor 

ients'"of'' 'cul' 

fcivators' capital expendi— ■•" ; 

1 ' ' 

ture , ' ; vr 7'' h ;• 


' . -a-':;':;; ■''hVV’''';' \\ 


Cii)' 0 1 he r inv e s tine iTb 


Table l6 shov/s that the proportion of cultivators reporting 
investment in non-farm business and durable household assets increased 
between 1961-62 and 1971~72. The share of these components of capital 
expenditure in total expenditure also rose. The rise was particularly 
sharp in the' case of durable household goods. 

The movement towards non-farm investment and investment in 
durable household goods represents a shift in the asset preference of 
larger cultivators, who wndertahe the bulk of thene investments. It 
appears to signify limits to returrs from farm Investment. These 
limits apparently are encouraging investment in non-agniculturea 
activities. That this shift is taking place particularly ajucng large 
farmers may be seen from Table 17. In most states, it is th-a largest 
agricultural income size group that has significant fixed investment 
per hnasehold in non-agrioult:iral business. Th^. distribution of non- 
farm activity is more evenly spread only in Punjab and Haryana. This 
is significant, in as much as the shift to non-farm investment seems 
most pronounced in states 'that have been most dynamic agriculturally. 

The decline in proportion of households reporting invest- 
ment .in residential buildings and plots once again signifies a dis- 
investment process among small cultivators, as in the case of farm 






















inve stment 


'arm investraent 


Kuznets (1957, p xi) and Tostlel 


pointed ont 


nuerican farm investment^ has in the past been dete. 


mined primarily by tecimological changes and institutional condi' 


tions rather than merely by a favourable movement of relative price 


Though such an examination has not been undertaken for Indi; 


gregate production to a shift in term 


trade in favour of agriculture indicates even in the Indi-an case 


investment cannot be stepped up only by manipulating prices (see 
Thamrajakshi, 1977 > PP 5^51-584). 


In the context of Indian agriculture, production tecnnology 
detenained principally by the ava,ilability and "quality’' of 


upply of increased quantities of water through irri' 


:ation makes possible a shift in cropping pattern, usually to higher 


valued crops. The "quality" of water, or the degree of control that 


of inodern high yielding seed varieties as well as the efficient 


use of chemical fertilizer; 


As Eaj has pointed out: "The percent 


Our analysis above shows that the study of changes in inequality 
shpuld not be confined only to studying changes in gini coeffici' 
of consumption expenditure and asset holdings. Investment 
and disinvestment may not make -an impression on consumption and 
asset stcuAs- ill' a«short space of time, \but represent underlying 
forces which'^will' detemine ':futtireyinw3ie/ streanis,. , ^av further 
limitations .of .oonvs»tionai;inequ^dty iieasTires, see .Kurien. 


water therefore imposes a' licit .to the rates oi grovrth that can oh 
realised by technological change” (Eaj, 19/0, p^122)<- 

Almost by definition, investment is likely to increase most 
in areas of rapid technological change. In the Indian case, we nave 
just argued that irrigation determines the technologj^. As the 
proportion of area irrigated increases, private investment is likely 
to increase for several reasons. Of conrse, irrigation itself would, 
if privately provided, demand investment expenditure from agriciilt- 
ural households. In addition, cro'pping pattern chariges and techno- 
logical changes in crop production 'are likely to demand investment 
in land preparation, agricultural irnpleiaents and machinery. 

Moreover, areas of ra,pid technological changes, i.e. areas 
with increasing irrigation, also experienc. rapid growth in .Tnoome 
(see Raj, 1970, p.12l). Thus we may expect relatively rapid growth 
of .investment in areas with expanding irrigation facilities, as both 
the demand and supply conditions are favourable to growth oi invest- 
ment. 

¥e tested the above propositions with the Debt and -..nvestmenl 
Survey data. The Surveys provide data on fixed .capital fonnation 
(H’) by cultivators in farm business. Fixed capital formation per 

Fixed capital formation used here is to be distinguished from 
gross capital expenditure used above for estimating savings* 

Fixed capital forma-tion does not include expenditure on rep, airs 
and niaintainance and on livestock and land purchases. 


gross cropped area (EP/A) vas computed for 1961”62 and 1971~7'!, 

An effort v/as then made to explain the growth in ' (EP/i grcwtli 

was measured as the ratio of the value of the variable in 157 1-72 
to its value in 19d1->62 and denoted by (EP/a)I), 

In the regression analysis,, three independent variables were 
tried. One, as discussed above, was the change in the proportion 
of .area irrigated IRP)s this represented a proxy for the techno- 
logical .change taking place. Second, to capture the effects of type 
of irrigation being introduced, the change in the proportion of 
area irrigated by wells ws-s considered J well irrigation involves 

in general, greater private investment than canal and tank irrigation 
and is associated, moreover, with a more intensive use of :’nputs. 
Third, an attempt; was made to capture the- effect of institational 
factors on private investment. The variable used was a. measure of 
inequality in asset disrribution. The expectation here w.as that 
cA tAtis pari bus hi^er inequality should promote greater investment. 
The regression results, however, showed the opposite, though the 
variable was not statistically significant. The result .reflected 
the fact that .states with relatively low inequality, such as Punjab, 
Haryana and Gujarat increased investment relatively rapidly, whereas 
in high inequality states, such as Tamil Nadu and ilndhra Pradesh, 
investment - growth was sluggish. 

In the result finally presented,- -we .have considered ' only IBP 
and V. resul,|s are given in Tahle.,-,18«- - Our, is borne. 



oui. strikingly^ Ihe E is very high, wkich implies that ahe 

indc-T'?ndent v'a-^-iaoies explain the btilfc of the vai'iations in the inde- 
pendent variables i.e. (I'F/a)’. The co-efficients of the individual 
Vein 'd^lcc avo also highly significant. 

About a quarter of the fixed ctipital formation e^ipienditure 
goes directly into providing irrigation. It is xinlikely therefore 
-ha,': ihio erependiture would dominate total expenditure to a degree 
that would make the above regressions tend towsirds tautology. Even 
no, to take cars of the possibility, expenditure on irrigation was 
;i. „r:i',vnd from total expenditure, and the resultant variable (FIT/a)’ 
was regressed once more on A lEP and W.-«- This regression (^ov7n 
in Table 18) also geve very good resalts. 

■' 1 '- -c. piT tr.cbr'-olvP'’'- as represented by the extent and conipo— ' 
sit:' .,- of im’igation, do, the -"fore, have an important impact on the 
;ro^v+h of both aggregate and non-irrigation J-hvehtment. 

It rLj.v C 3 noted here that irrigation appears to be a specially 
good proj'y for techn'ology in ^Punjab and Haryana. '/Ihen these stales a: 
frer.. ib .,3 analysis, the explanatory power of the model falls 

'ho expenditure deleted was direct expenditure on ’’wells” and 
’’other irrigation works”. This probably does not include expendi- 
tpire on pumpsets, .’v'hich perhaps gets covered under ’’agricultural 
■’earnts a:id machinery’. No breakdown for the latter was, 
however, readily avalla'ble. 



fixed capital formation 
PF expenditure on irrigation 
total crc^ped area 

change to proportion of area irrigated 
change to proportion of area 
irrigated by wells. 

: (EF/A)197T-72 1961-62 


TABL E 18; 


PElERMIll'AMrS OF FAJM 


1) All States 


2) Without 
Punjab and 
Haryana 


3) ALl States 


4) Without 
Punjab and 
Haryana 


S*mdn1 ° + O.C;67 4IRP * 0.212 AM 

error (o.i g) (0.041) 

- . (0.569) (5.184)* 


b) p/A)’ = 0.86 

Standard error 
T- Value 


a) (FF/A)' = 1 

Standard error 
T- Value 


0.865 R 
+ 0.535 ^ IRP 

(0.131 

(4.090) 

= 0.562 


0.854 


b) (FF/l)' = 1 

St and aid error 
T- Value 


a) (FK/A)' . = 1 

Standard error 
T- Value 


b) (FK/A) ' = 1.31 

Standard . error 
T- Value ^ 

R^ ' 

a) (FN/A)’ = 1.54 

Standard error 

T- Value 

b) (FK/A) = ' 

Standard error 
T- Value 

I? 1 


0.1846 A IRP 

(0.058),, 
(3.169) ■ 

- 0.959 A W 
(0.051) 

(1 .893) 

0.478 R-^ 

= 0.434 

0.123 A IRP 

(0.053),, 

(2.309)''' 


0,308 


0.1Z.8 A IRP 
(0.072) 

(2.053) 

+ 0.028 A W 

(0.025) 

(1.137) 

0.6Z7 R"^' 

= 0.620 


+ 0.210 A IRP 

(0.047), 

(4.503)’' 

= , 0.609 

+ 0.187 A IRP 

(0.069)^, 

(2.717) 

= 0.405 

+ 0.139. A IRP 
(0.058), 
(2.383) 

: 0.321 


0.0'/5 A W 
(0.060) 
(1.2,47) 

0.356 
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t.-o However, the estimated equations -indicate 

■fi'/ .-i has had a strong influence rn physical invest- 

..no e\bn in other states. 


ir.-; pat ion determines the technology of agricultural 



p 'od’ic:ir.n, thr. further question that arises is* what detewiinc-s 


:’PTigavi,an*? Irrigation development may he undertaken by the govern- 
» pr it may ^ ye undertaken privately. In either case growth in 
Sicri gated area vrill he constrained by environmental factors, i.s. 
climatic and geo-structural factors. Private investment will be • 


constrained by the level of infrastructure, rural electri- 
for example. In addition, private investment in irrigation 
Infl’.ieaoed by the etat* of knowledge- in crop production, 

; 'in detprmixfes the eajiected 'retuaaia frcsa investment. 


,not ' associated with 


rin^r, «y %tndt;v#-- -investor in ixrigatioh- 

-h'; 
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i'ieiox’e closing this seciion^ one : possible? link (su^^gested'.' 
e^bove) between physical and finemoial investment iiay be noted » ' 

The slowing down of irrigation growth during the 1970s in Punjab^ 
Lruja 2 .?au and liannaxaka has been accompanied by increased investment 
in linancial .assets by xhe agricultural households of these stales ■ 
(sfce Table 19) = On the other hand, continued irrigation develop- 
ment in Haryana and TJttan Pradesh has been acconpanied by a net 
drawing in of financial resources into these states (see Table 19). 

Snimaary and iraplications 

In this paper we tried to explore some dimensions of rux-al 
savings and investment behaviour. Here we first summarise our 
findings. In doing so, we try particularly to link the findings at 
the different stages of the ruialysis. On the basis of the ur.der— 
stanc'ing thus acquired, we exaiaine the consistency of the relevant 
Sixtn Plan targets. 

: : :V;;y,Thd’,r;Eay ^'pO'ints ' emerglng^lfom^ the'lhper c 

1^).: ;Aggrega,te'^sWinas' hV''- 

The rural savings rate has shown no perceptible secular 
tendency to rise during the last two, decades. The rate has remained 
in the region of about 8-9 per cent, . -Within the rural households, 
agricultural households have,, .1^' a sli^tly higher savings rate than 
non-agricultural households.. ■■ Neither .category of households, shows a 




-Mr/K if.v;.')?.'. 





rate sectioxi 


The capacity of rural 
households to save has clearly been limited^ The economy wide , 
savings, rate nas been significantly higher than the rural rate 
and has also been growings 

There are probably good reo,sons for Ov non“-growing rural savings* 
But the significant feature emerging from our analysis, qn which 
grea,ter reliance can be placed, is the changing composition of 
rur*al savings* Plowever, before examining the composition, it is 
useful to lo.ok at the fantors influencing aggregate savings* 

The relatively steady rural savings rate is consistent with 
an ahinost stationary rural per ca-pita real income (Section 1)* Our 
cross^-section analysis showed that acceleration in production is 
accompanied by rising savings rates (Sect:. on 5)- At the all-India 
level, xnere has been no acceleration in production during the last 
tw;o 0, jcades* Indeed, there prcbabl^r has been some deceleration in 
the 1970s* The relatively stable savings rate is once again consis- 
tent v/i.th the lack of acceleration in agricultural production* 

It may, of course, be argued that though per capita income 
has not risen, distribution, as between farmers has very irobably 


vjorsonod acGoaiit of select:'-/'-- access ol lexge feixmers to modern 
production tecl-mology and associated supporbive services), and 'chat 
should give a toost to the savings rate. There probatly is ome 
basis to this ar^mnient,. It is possible that our estimates do not 
adGnu<?t'3l;/- capture the new forms of investment being undertaken by 
rural households. There are, however, two points to be observed here. 
One is that the worsening distribution has also meant disinvestment 
by small farmers (Section 4 )* . 

Second, as suggested by our cross-section analysis (Section 3 ) 
there appear to have been limits to investment in formal financial 
assets (iie. assets of regi.i.l'-t d financial jLnstitutions) and also to 
inve S'': resit .in physical assets the farm. Of course, the dr'iference 
between limits to savings cape-city nn.d limits to invest'ment appor- 
tuni-^y la prol':;ibl;- a, clrsc c"'' In the second half of the 1960s, 
afto'.- the -'alamitous in5.d-''96r- , i-nvestTnent s-ccomoanying irrigation 
grewbh could not be financed by the internal resources of a-gricult’ax’al 
households. In Ih.- '19703, constraints on investment in financial 
fissets have reduced, but constraints on physical investment: (parti- 
cularly ill soma regions that were specj.ally dynamic in the I960s) 
lar.vG increased. To understand the constraints on growth of physical 
farm, investment, and the interplay between physical investment and 
financia-l flows, we looked into., the matter a little more closely, 

2 ) Physical farm investme nt ■ ' 

Physical investment is .closely. related to changes in technology. 


In the inaiaja sixnation, we cii-gued, irrigation growth is a gooc 
proxy for technical change « fc>tatistica,lj cross—cectionj analyEic 
did indeed sho’rf that fixed invest, nent grov/th was related to grcvrtii 
-i-n -.rr^.gauicci anu to tne chaiiges ■'.n the nature cf imitation (zncre— 
asea in propr,rtior of area irrigated by wells) (Section 4)- After 
significant increase in irrigated, particularly v;ell irrigated oxea. 
during the 1960s, there has been a slov/down in the 1970s.* Even in 
the 1960s, the investment groxrth (according to our data) was slnggish 
The slowdovm. in irrigation growth in the 1970s has contributed to 
continued sluggirliness in farm investment growth. The slowdo’.m has 
te-'rn particularly sharp in Punjab, andjKorr.aitaka, 

starter tnat had experienced r- nid irrigation expansion in 1960s 
(Secuion 4j, (/is, however, has been noted in section 4, the slowly 

growing -ap' + al hue orbedied significant technological 

cha,u._ particularly modem r liinery end etjuipm nt). 

With constraints operating on fixed faz'm investment., there 
has oeen .an increasing tendency to shift to investment in f arm work~ 
ing capital, non-ferm business, durable household assets ar..d formal 
financial assets (Section 2 and 4). 


The rate of growth in net irrigated area, in the 1960s was about 
2-2- per cent per annum. This rate has fallen to about 2 per cent. 
The fall in the rate of growth,- in' ’’well” Irrigation has been from 
6 per cent to 4 per cent. - ' d ■ 


Formal (external) fliia x ioial .JIuw b 

‘%e rural sector v;as a net recepient of finarcinl reoomcao fi-m 
other sectors in the 1960s particularly in the second half of th.it 
decade. The resource inflow was liiaJnly into agricultural hous iolac, 
as non-agricultural rural households were, and have continued u; b"'; 
net lenders of financial resources. In the 19703> there has Da<.n a 
sharp change in the case of agricultural households. From net rccepi- 
ents, these households have turned into net lenders, and the ec fcent 
of net lending ha.s grown over the 1970s. Ket financial savingf (i.e. 
net lending) of a,gricultural households have increased as a puiiortioi 
of physical assets formation by agricultural households and ao a 
proportion of net financial sa‘’ngs of the ’*ho^^sfthold" sectiou as a 
whole (Section 2). 

The large irflow of resoxirces during the second half of tr.e 
1960 s ..’as mainly through t’l.o c. perctives. Co~v-j...erative oredi'C 
increase during that period took principall y the form of me(.iv.m and 
long term loans rather than short term loans, and clearly szpportea 
the renewal of agricultural grov/th, based on expansion of irrigation, 
particularly in Punjab, Haryana, Uttar Pradesh and Ksirna-tare.. 

Im inter state analysis also shows that the net drawing in 
of financial resources from outside the sector increases curing 
phases of irrigation investment based growth and, conversely, net 
financial savings . increase as irrigation expansion and growth slovr 
.5 down (Section 4) * 
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In ‘lihe iy70s, the co-operatives continued to be net contri- 
butors oi iincinciaJ. resources to the a£ricultural sector. But the 
extent of annual net; inflow did not increase and probably even \ as 
o on a declining trend (Section 2). Our? analysis would suggest tl.at 
this v/as related to the slow down in irrigation investment in th.e 
1970s. (The slowdown of net inf lo^^r into Ifeharashtra, a major 
drawer of resources , was probably related to mounting overdues in 
that state). Of course, gross credit from commercial banks increased 
rapidly during the 1970s. But deposits in commercial banks Increased 
equally rapidly such that commercial banks continued to be, as In 
the 1960s, net recepients of resources from agricultural households.^' 
At the same time, financial* savings in ourrencyr life insura?ace 
premia and provident fxind continued to increase, contributing to 

, the increasing^: net - or tflow;fromVagriculture:)<S^ction: 2).'::? 

ae difference between v e 1960s and 1970s jutlined above may, 

tnerefore, be :vsumarised as follows; - :• Private :'physical - invbstmeht -te 

grovm slowly right through | however, given the limited savings capa- 
city in the late 1960s, c-ven the limited growth required external 
x'jsourcesi in the 19/Os, with the growth of incomes of lai'ge culti- 
vators, and the probable deceleration in physical investme^nt, net 
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fina.n.oia.1 resoiirces been out of agi .oulturc. 

This is one part of the story. The ^xher major inllufcni..e Ui', 
formal financiaJ. savings has been the physical s_pread of formal 
financial institutions. This Hiay now be considered. 

4) "Formal” and "informal” savings 

¥e have defined '’informal" savings as those relating to 
transactions within the rural sector and which, therefore, do not 
show up as net savings of the sector, ft'e considered internal lending 
and borrowing and internal sale and p-kirchase of land. Gross 'nfori'-fl 
savings as a proportion of gross formal financial sayings have 
decelined over time (Section 2), 

The cross section analysis (Section 3) suggested ths.t r rsitig 
per capita income is generally accompanied by a relative decline ir 
informal savings.' At the all -India level we find, however, a deta.i '-e 
in informal savings desprte no perneptible increase in reaJ. per 
capita income. It appears, therefore, thui the increasing presenc' 
of formal financial institutions in rural areas has resulted in th: 
drawing away of savings from informal channels to the forma i. insti- 
tutions. (Oil® wonders whether this has meant disinvestment in pL./r’ Lead 
assets by small farmers.) 

A strategy for resource mobilisation from agriculture, wc’d 1, 
however, have to be cautions in extrapolating from past trends ii ' .lis 
regard. The further shift away from informal savings channels wouM 
...depend not just on continued increases in the physical jjresence of 





f inar'-i al -'n Lit .?.lso on trie 

nature oi growth. Our cross section .anal _ sis shov/s that hi,.!: 
levels of inequality, as in Taail Hadu and Andhra hradesh, ai'e 
asocciated v/ich continued iii^'.h levels of infori!ia,l savings (Section 

3 ). 

5) Siicth Plan and the future 

The Sixth Plan taa?gets of releviuice to us are those related 
to irrigation, household financial savings and agricultural credit. 
Our analysis above suggests some important linlrs between these 
variables. The Plan dociiment itself does not discuss these links 
and, in fact, does not even go into the question of rural house-, 
holds* financial savings. L. our discussion below on the consis- 
tency of the Plan targets, we do not their.fore attempt any precise 
quantitative assessment and confine ourselves to qualitative judge- 


The savings capacity of agricultural households is yet 
limited. Our -analysis suggests that any effort at a significant 
technological upgradation of Indian agriculture through large 
increases in irrigated area (and through investment in drainage and 
flood control) is likely to require significant financial resource 
inflow into agriculture. Irrigation development in the 1960 s had 
required a net resource inflow into .agriculture, and it is only 
with the slowdown in irrigation .growth, . par.tioularly in some ' 

important' states, that the -net financial '■ savings of agricultural ' , . ' 
households ' have become positive 'and significant, The only state" "’ ' 


64 


that has 13660. able to maintain high investment ajid growth withoii.t 
a. net draft of external resoxixces has been Prajab, Though even in 
Punjab, net financial outflow has increased as irrigation growtli 
has slowed down. 

The large planned increase of net "household" financial 
savings during 1930-85 will probably not be a,chieved if a serious 
attempt at achieving irrigation targets is made. According to the 
Plan, 2i million hectares of net irrigation potential and utili- 
zation are to be created e,ach year. This is a target more than 4 
times the realised annual increases during the last tw'o decades. 

If irrigation of this order is created, the resources required for 
private- investment in agriciilture will almost certainly be extremely 
large. Considerable credit will have to be pumped into agriculture- 
and the agricultural sector willm in all probability, turn f:.'om a 
net leiider of resources to the rest of the economy to a net borrow- 
er. Thus there clearly is an incompatibility between the irrigation 
targets and the "household" net financial savings targets. 

Of course, this incompatibility will be reduced to tie extent 
that the increased irrigation generates larger incomes. Ti.is will 
depend very much on the relationship betv;een investment, income and 
population. 


The incompatibility will also be reduced if the credit 
; 'e.fcrunture is rationalised. The high level of overdue s have been 
jq wasteful use' and wilful default. Our own analysis 
regxomi . dxstmtation of credit has« in some' 



net beer- related to credit requirements (Section 


ndi cates tho-t credit 


aving ol poorer 


i.Yinffs 


I’o vjhat extent the above parameter, 


difficult to jud, 


of TLOVI 


on the basis of past performance 5 which does show 


link between 


■'jid grov/th on the one handj and credit on the other 


investrnen" 


lie enviroirnental, infrastructural and technological factors 


fo that exceutj a continued outflow of financial resoirroes from 


Though whether one views this as socially illegeimate use of 
credit is debatable* 




Appeiidiz 1 s Rural 'onysice.l investirient 

The. Central Statistical Organisation (CSO) prepares estimates 
of private capital formation in agriculture. Essentially these esti- 
mates are based on EBI's Debt and Investment Surve.v of 1961-62, The 
estimates prepared for 1961-62 on the ba,sis of the Survey results 
axe ''carried forward" using a combination of indicators Cpop^^lstion, ' 
gross 3Qv;n area etc.). 

Since 1961-62, the survey results of 1971-72 have also become 
available. The CSO does not appear to have incorporated the 1971-72 
findings in its estimates of priva,te capital formation in agriculture. 

Two choices, therefore, exist. The CSO series could be used. 

On the other hand, the EBI has stressed that the 1961-62 and 1971-72 
estimates are completely comparable (on this we have more to say below). 

As such, an implicit growth rate between 196 1-62 and 1971-72 could be 
worked out and this rate could be used to derive estimates for the other 
years. 

series cased on a single point estijiate and moved forward 
by indicators (as the CSO series) has limited analytical use. The 
relationships of interest are already built into the series (see Eudra, 
1965 , pp. 1273 - 4 ). ■ 

The procedure we have therefore adopted is the second one 
outlined above. The only justification for this procedure is that 
it uses more of the direct available evidence on rural and agricultural 
capital formation. ■ „ x ' . ■ ■ 

Of course, this is not to deny the risk in estimating a trend 
from just two time points of available information.;. Thus, to ensiirs' 
some degree of firmness, ' the comparability- of the two estimates imist be'.\'‘(;i 
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established. According tu the jibIj "since both the surveys were 
planned with an eye on comparability," the concepts and definitions 
of capital expenditure in the two surveys are the saine (see EBI, 
1978, p.122). The only possible source vitiating comparability 
could be the sample designs of the two surreys. 


In essence, the 1961-62 survey covered a smaller number 
of villages than the 1971 ”72 survey. But within each village the 
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1961-62 survey canvassed a larger number of households. In the 
1961-62 survey the households were not stratified before sampling, 
but in the 1971 ”72 survey, since the sample households were fever 
in number, the households were --tratified to reduce estimation bia.s, 
particularly the under estimation through under representation of 
the richer housel:.olds. 

The coverage of a. larger number ef villages in 1971 ”72 
was mainly to provide estimates for agro-cllmatic regions within a 
state and not because the number of villages covered in the I96I- 
62 survey were considered inadequate for arriving a.t state estimates. 

'^he implications of the household sampling need to be 
examined particularly with a view to understanding whether the 1971“ 
72 design could lead to an underestimation of capital expenditure. 
This is because the 1971”72 estimate implies a low growth rate of : 
capital formation during the 1960s, leading infact to a declining 
icA'iyvb,,,. to rate, outlined above, the 1971-72 sample size was 

■■ smaller but''''tfe:to,'^i^|‘i^|.iency ;wa9 sought, to be made up by stratifying 



.that the. 1971-72. estimate could 
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^■^ylcult'uxal production 


Source* India y EconQiiiio Survey 


i^xnalxy, tne coYerage of our ■'estimate' of gross physical 

investment should he noted. 0?fae, Bebt and Investment Si.rvAvo 
report an estimate of gross capital expenditure, Er-om this est; 
mate, the expenditure on purchase of 'land and land rights was 
deducted, on, the assumption .that the,'-bulk ;of the land tranaactioi 
were between rural households. {S:^nditure on 


be an -under estimate, since stratification ensured adequate 
representation of the richer households that undertake the bulk 

ol‘ the invest]:ient« 

^ fartner objection to comparing just two years could be 
that the conditions prevailing in the two years were very different. 
The best measure for the prevailing .conditions seems to be the 
magnitude of agricultural production. As indicated in the accompany- 
ing table, 1961-62 and 1971-72 were very similarly in this regard. 
Both were years of high production ai’ter a significant rise in 

the eailxer years. Both were followed by significant declines in 
production. 


4''vv: 

Crop year 

ending 

Triennium 

er-^ing 

' '' O: 7 ' ' ' V 

11 ;-':';?- ''o oV'.'' ■ 

|“ 0 ^ -0: ,: : 

1950 = 

= 100 

1961-62 

= 100 

f 

1959-60 

130 

1969-70 

123 

1 

1960-61 

142 

1970-71 

151 

i' 

1961-62 

145 

1971-72 

150 


1962-63- 


1972-73 

119 


mm 



does not represent investment for the sector as a whole as long 

* 

as the traiisaction is between rural households) » The estimate 
thus derived v/as used as the measure of gross physical investment. 

It should be noted that our estimate includes expenditiore 
on purchase of livestock. Clearly, this would lead to an over 
estimation of physical investment since some part of the purchase 
of livestock represents only a. transfer of assets. However, 
at least a part of this’ overestimation would tend to balance the 
under estimation due to non- inclusion of investment in inventories 
and the oraission of purchase of land from the urban sector. 

The gross expenditure' includes expenditure on repairs 
and maintainance , It has not clear how much of this represented 
replacement of depreciated capital stock and how much was basi- 
cally current expenditure f^. _■ upkeep and maintcanance, if such 
a distinction can at all be made. 


AEMn dlx 2 s Bxixal financial 

The finahcial flows have been estimated instrument-wise. 

The gross investment m financial, assets and total credit taken 

i 

were first derived. The difference gives the net financial savin, os 
cf the households and represents the net outflow of resources on 
private capital 0 .ccouiit« 

The lists of financial instruments in which rural households 
invest and the agencies from which they take credit are principally 
based on ESI's All Ind ia Debt and Investment Survey 1971-72. An 
attempt has also been made to estimate rural savings in the form 
of currency, an instrument not covered by the AIDIS. The estimation 
details of the various financial instruments are given in this 
appendix. 

The financial flows have been estimated, separately for the 
rura,l and agricultural sectors. This has been done at the all-India 
level and also state-wise. The sequence of estimation was all-India, 
ruialj all-India, agricultural; and statewise rural and agricultural. 
The organisation of this append.ix follows tliis sequence, 

A. All -I ndia, rural (Appendix Table 

A,1 financial assets ' 'd 

l) Currency 

Household surveys have beea taiable . to estimate 



savings in the forir. of currency ca iiCCOL-int of en extreme reluctance 
to disclose currency holdings* However, according to one I'iCiiER 
report, 37ural sa,vings in the form of currency form one-third of 
such savings for the entire household sector (See NC/iER, 1965, p.84). 
¥e have used this ratio for the entire period. Currency savings 
for the entire household sector have been talcen from EBI’s Reports 
on Gtorrency and Finance . 


2) Life insurance premium 


The annual reports of the Life Insiirance Corporation give 
a break-up of the rural and urban new business. The new business 
refers to the sum of new assurances. The share of rursJ business 
in the total was around 3C?'^ in the 1960s and 25% in the 1970s. 
These proportions have been applied to aggregate household savings 
in life insurance premia, as reported in the EBI’s Reports on 
Currency and Pinance. 



3) Provident Fund contributions . Units etc 


Savings in the form of provident fund contributions 


annuity deposits and deposits in non banking companies were 


mated as follows: the ratio of financial assets in these forms 


to financial assets in the form of life insxirance was obtained from 


the AIDIS, 1971-72. The ratio worked out to I.90. The ratio 


was applied to life insurance premia, derived as indicated above, 
to obtain a series, for provident fund etc. It may be noted that 
the series of procident fund, units etc. comprises almost entirely 
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of provident limd contribution, savings in the other forms being 
extremely small. 

4) Small savings and, ^'others” ■ 

5!l££glLc.7 and Fincince reports give the outst,anding 
postal deposits (savings, recurring and time). The rural postal 
deposits for 1962 and 1971 were obtained from the AIDIS. The ratio 
of rural postal deposits to aggrega,te worked out to little less 
than 10 per cent for both years. A ratio of 10 per cent was applied 

to the senes of total postal deposits to obtain the rural postal 

deposits. 

-^o this derived series a further component was added. The 
ratio of the sum of all other small savings besides postal deposits 
and ”othe-r'^ finemcial savings to postal deposits was obtained from 
the AHIS. The ratio worked out to about 2.5 in I962 and 0.75 in 
1971 . The ratios for between 1962 and 1971 were obtained by inter- 
polating and 0.75 was used for the period thereafter. 

These manipulations gave the stock estimates. The flows 
for each year were derived by subtracting the stock of year t - 1 

from the stock of year t* 

5) Co^mmercial bank deiposits 

Huxal bank deposits outstanding in. June 1975 and after were 
obtained from EBI»s Basic Statistical Eeturns (BSE). Bor the 
earlier years,, the average growth rate of outstanding deposits ' ^ 
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between 1973 and 1980 (20 per cent per ann-uiri) was assumed and a 
series of outstanding rural deposits between I 96 I and. 1975 was 
generated. Prom these outstandings, the flov7s were derived as 
indicated above. 


It should be noted that the BSRs define rural areas a,s centres 
with population_of 10,000 or less. Ihe conventional census classi- 
fication, and one followed by the Debt and Investment Surveys also, 
is based on multiple criteria of size, density and occupational 
distribution, as discussed in the main text. This classification 
difference causes problems of comparability to which there is no 
ready solution. 


6) Co-onerative shares and deposits 

The invc-stnent of rur.sl households in the shares and deposits 



of CO- perative credit societ.' -s and primary niar^:eting societies 
was estimated. The credit societies included were: Primary xlgrl 

■■ ■ . ■ 4 . . . 

cultural Societies (PAGS), Central Co-operative Banks (CCBSj, 


Primary and Cen-ral land ' Development Banks. The outstanding paid' 
■vp capital and deposits held by individuals or "growers'* were 


obtained from EBI ' s Statistical Tables Relating to the Co-operative 


These were taken to be financial assets held by 
rural households. The flows were derived from the outstandings. 


movement in India. 


1 ) Ipfo^mial 'or internal) financial activity 


assets, considered above relate to formal 
h:.. Ml other financial assets/liabilities 

financial activity. It is 




assunied that such financial activity represents lending within the 
rural sector, i„e. v/hereas acquisition of the formal instruments 
d-Bscrihed ahove leads to a ^resource outflow from the rural sector, 
informal lending leads to no net flow, 

jicquisition of infoimal financial assets is iionnally grossly 
under reported in saifiple surveys. However, the debt to informal 
credit agencies is probably reported more accurately. Correspond- 
ing to this debt there must be financial assets. The procedure 
we have therefore followed is to take the debt repoz'ted by rural 
households to informal credit agencies (in the RBI‘s Debt and 
.Inve ^tjnen t . Surveys ) as a measure of informal sector financial 
assets. The credit agencies considered were: landlords, agri- 
cultural and professional moneylenders, traders, relatives and 
friends ana ’’others*’. The debt of rural households outstanding to 
these agencies in I96I and 197I was obtained from the Debt and 
Tnyestment Surveys. Assuming a constant compound growth rate, a 
series of loans outstandings was generated. Prom this series, the 
flows were obtained. 

The asset flows described above given in columns (2) to 
(11) of Appendix Table I, 

A. 2 Financial Liabilities 
1 ) Commercial bank credit 

BBI’s BSRs give details oh .rural credit outstanding from . 1 973, 
Rural credit is here defined as'^redit issued by rural branches and ' 
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not as credit to rural Households. Ihis distinction is however 
important. In 1979 and 1980 almost 60 per cent of a vrioult u ral 
direct finance to cultivators was from non-rircal branches. Since 
such finance accrues ultimately to rural households j a measure of 

financial flows in the rural sector must take cognizance of it. 

% ■ ' . ■ ■ 

Hence, to the outstandings of rural credit as reported by the 
BSE, we added 5^ of direct agricultural finance (also reported 
by the BSES) to obtain estimates of total rural outstanding credit 
for the years 1975 "to 1980.* 


Ihe estimates of outstandings so obtained were projected 
backwards using the growth rate between 1973 axid 1980 (33 pen cent 
per annum). The flows were d. rived from the outstandings so esti- 


mated. 



As in the case of shares and deposits of individuals in co 


operative institutions, the credit to individua,ls from co-operative 


credit societies and primary marketing societies was considered 


The list of societies inclvided and the source were the same as those 


for shares and deposit; 


see above A 


obtained and the flows derived 


.For the same reasons, rural deposits are also underestimates 
'.Bo adjustment has been made for this and hence it has to be 
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The EBI Bebt and Investment Siu?veya show tha.t 


cultr 

households held 56% of the ooiomercxal bank deposits held by all 
vaxal households in 196I. She . oban^espoadinR percentage in 1071 


3) Go verniTient Credit 

Government credit flows to agriculture were obtained from 
' s ^xrency and Finance Reports and the report of the All-India , 
S!l£ §l ..... P-^^dit Rey ievf Goiruiiittee . EBI, 1969 * Bor some years, the 
data was not available ,and the figures were filled in by the linear 
interpolation. 

The credit flows into the rioral sector and the net financial 
saving of the rural sector are show in Appendix Table I, •olumns(l2) 
to (15), 

All-Indi a agricultural (Appendix Table II). 

Agricultural households are a subset of rural households 
and caii be either cultivators or agricultural labourers. Culti- 
vators ai‘e ueiinea by the EBI Debt and Investment Sur\''ev3 as those 
oper., ^ing more than O.OO5 hectare. Only «.ultiv.;..tors are considered 
in the following estimation since the finrncial assets and liabili- 
ties of agricultural labourers are negligible. The procedure used 
essentially was to apportion financial assets to agricultural house- 
holds on the basis of Bebt and Investment Surveys indicators. The 
liabilities wehfe iiidependently 'deriVed. 

®»1 financial assets 

'^) .Gurrenoy and CoirHaercial bank deposits 


■■■ ■ i. 

12 

77 o These psrceii'lages have been applied to savings in tne form of 
currency and coiriiiierciax bank deposits of rui’al iicusei^clds during 
1961-«62 and I971-"72j estimated as discussed in section A atcve vsee 
Appendix; Table 1, columns (2) and (s)). T’or the years between 1961- 
6l and 197I--72 linear interpolation was used to generate multiplying 
factors and after 1971-72 a constant 77 per cent was used. 


2) Provident fund contributions and life insurance premia. 



The f jxancial- savings of agriculturists described above are 
ia/igpeidA iSabie ;!!, columns (1) to, (?)• 


if 




No ati 


The Debt and Investment Surveys included these assets in the 
schedules only in 1971-72. The share of agricultural households in 
life insurance and provident funds held by adl rural hou.seholds was 
6;1.2 rnd 48.2 per cent respectively. These proportions were applied 
to the provident fund and life insurance premia series estimated for 
T. 1?. rixr>^p hou.st"h'~ld" ^ ssfi section A above and Appendix Table 1, 
colv ns (3) and (4) ). 

3 ) Smal l . savi ngs and ''o th ers^' 

Since the bulk of small savings and "others" comprises of 
post-off ica deposits, the ratio of post-office deposits held by 
cultivators no those held by all rural households was used. The 

m 

ratio worked out to about 73*7 P©^ cent in both I96I and 1971 en'i 
so was applied unlforrnally. 
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■^ ina.ncial liatiilitifi s 

'^ornmercial 'bs.nk outstandings of direct finance to culti- 
vators is available from the BSEs for the period after 1975 . 
growth rate of these outstandings betv/een 1975 and 1 9 80 (37 per cent 
per annum) was used to project backwards these outstandings, from 
which the flows were derived. 

Co-operative credit to the agriculttiral sector was taken 
to be the same as to the rural sector' f or which the estimation 
procedure was described above in section A. 2. 2. The co-operative 
credit estimated as in section A. 2.2 goes almost entirely to agri- 
culturists. A smadl fraction of primary agricultural socieites’ 
loans does go for non-agrioultural purposes, but even this probably 
goeS' to cultivators. . 

Government finance to agriculture is from SBI's Currency 
and finance Reports and is the name -series as used above for the 
rural sector. 

The cred it flows to agriculttxre are shown in Appendix 
Table II, Colux/ins (8) to (II). 

C. State-wise-rural (Appendix Table 17 ) 

The statewise financial assets and liabilities flows in 
1971-72 were estimated essentially by apportioning the relevant 
all -India flow to the states according to their share in the finan- 
cial asset or liability on June 30, 1971 as given by the Debt and 
..Investment Survey , i’or currency, the state wise distribution of 
commercial bank deposits was and for smll' savings and ’’others”, 







SSMi 


the state wise distribution of post""OfiiGe deposits wa,s 


different instruments ari 


ate wise distrihutions for th^ 


Appendix Tatle III 


Only the co-operative 


were es 


independently. The outstandings relating to thi 


timates were obtained from th 


1 Tables Relating to the Co-operative Movement in India 


Differences between outstandings at three year intervals were esti 


three to give an average annual 


flow during that period. This was done for three pairs of years. 


flovfs around 1961-62, 1971“72 sun 


The above flows are presented in Ap-endix Table IT 


D. State-wise-agricultural (Appendix Table Vl) 


All agricultural flows, except for co-operative flows and 
government credit, were obtained by applying the ratio of the asset 
(or liability) held by cultivator households to that held by all 
rural households. These ratios are given in Appendix Table V. The 


office deposits data for small savings and others. 

Co-operative flows and government credit used were the same 


,e^ data used in the preparation 
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Appendix 5 s Working: danital in agrioul'kire 

She CSO in the disaggregated statements of N ational Accounts 
Statistics gives the value of maierial inputs for different industrial 
sectors including agriculture. So such aamual estimates of wage 
payments are available. A partial, measure of increase in worfcing 
capital may, therefore, be obtained by Gonsidering the jiiateri;il 
inputs. From the CSO, the increases in the annual flow of inputs may 
be estimated. Clearly, all of this increase does not represent 
increase in working capital, wliich is a fimction of the time over 
which the inputs are tied up. In Indian agriculture, the actual 
production process may be ass^imed to take 5 months. However, the 
outpui is net immediately mai:';eted. In states liice laiail Hadu and 
Andhra, only about 25 per cent of the marketed output is released 
in the fxrst 5 months after tho harvest. On the other hand, a large 
part of the output is not rca. ceted*, end this peution of the output 
cannot be considered as constituting working capital.. 

Hence, we may assume' that working capital is tied up for 
between 4 and 6 months. The accompanying Appendix 1‘able X shows 
the increases in working capital on account of increased use of 
material inputs. 
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Infomabion for Assam, Himachal Pradesh and Jaijimu arid Kashmir is not complete. 


Armend i.. Table V: Share cf cuj-id -7s-^-cr hcuselxolds in rural .finaiicial 
^ assets and liabilities, J97.1 

(per cent) 
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APPEfroiX TiBLE VXI: .qfl-VTMGS OF THE HCUSEHOIJ3 SECTOR IW THE FORM OF FIMAMCI/iL /BSETS 



APPENDIX TABLiii VIII 


RURAL 

C .OSS DOi'lE-STIC 

PRODUCT a : sactor cost 

(Curr nt 

prices; . 



(fe. 

Or ores) 


Year , 

Agriculture 

Non-agriculture , 
rural 


.liiral 

1961-62 

6966 - 

2264 


9230 

1 962-63 

■ 71 1 1 

2311 


9422 

63-64 

8235 

2676 


10911 

64-65 

10091 

32.80 


13371 

65-66 

9798 

3184 . 


1 2982 

66-67 ^ 

11713 

3807 


15520 

67-68 

14542 

4726 


19268 

68-69 

14146 

U ^)7 


18743 

69-70 • 

15539 

5050 


20589 

70-71 

16727 

■ 5436 


22163 

71-72 

17320 

5629 


22949 

72-73 

19009 

6178 


25187 

73-74 

25583 

8314 


33897 

74-75 

28122 

9140 


37262 

75-76 

25963 

8438 


34401 

76-77 

27777 

onpp :' 


36805 

77-78 

31836 

10347 


42183 

78-79 

31618 

10276 


4l89'i- 





hvvm TX TABLE IX: RUR.AL _ .g 


TWno^lE AMD PCPULifflQH. I97I.-72 



Total (Rs.crores) 


Assam 


50.72 


10.72 167.55 
24.35 124.34 
8.96 66.49 


156.83 

99.99 

57.53 


Gujarat 

laryana 

Himachal Pradesh 


Jammu & Kashmir 


984.95 


579.03 


133.44 


Madhya Pradesh 


34.70 


Maharashtra 


Punjab 


130.42 


Rajasthan 
Tamil Hadu 


28.73 


1,066.96 
2,511.68 
1 .464.50 


74.95 


308.49 


Uttar Pradesh 


156.04 


West Bengal 


J\PH.- ;DIX TABIB X; K&gEH I AL '.MRIT S IW /^.GBIGPU '35 

(Rs. crores) 



Increase in 
annual value 
of material 
inputs 

Increase in working capital on 
assumption of 

4 month 6 month 

turnover turnover 

1961-62 

90 

30 

45 

62-63 

122 

40 

61 

63-64 

114 

38 

57 

64-65 

285 

94 

143 

65-66 

105 

35 

53 

66-67 

465 

153 

233 

67-68 

41 6 

137 

208 

68-69 

37 

12 

19 

69-70 

439 

145 

220 

70-7.1 , 

315 

104 

167 

71-72 

279 

92 

140 

72-73 

■ 552 

182 

256 

73-74 

1247 

412 


74-' 5 

1644 

542 

822 

75-76 

-ve 

• -ve 

^-ve 

76-77 

663 

219 

331 

77-78 

■ 674 

7 '':; 1'222'^^^ 

337 

78-79 

465 

153 

232 


Note: Increase of inputs in 1965-66 is the valne of inputs 
in . 1 965-66 minus the value of inputs in 1 964-65 . 


Souixje: CSO National Accounts Statistics, disaggregated 
statements. 



Adsms Dell© ^ 197^ MoDxlizing lions sDold snvxii^s liIxxonfSD 3-r^^ 

financial markets, Economic Development and; Cnltural 

chanp^e, Yo1*26* 





of income and investment 
lavines , Jotirnal of Develop' 


978 f he role of soirrces 
opportonities in rural 
ment Economics. Vol.5 


2) Bhall 


A V 1982 Growth and fluctuations in India 
1952/55 to 1978/79, IhO/iiSTlP (inimeo 


Kurein, C T 1980 Dynamics of rural transformation - a case study 
of Tamil Nadu, Econcinic and Political Weekly,, iumual 
Nxmiher, Pebrucry, 


6) Kuznets, Simon 1957 Poreward to Tostlebe 


1981 fiesource flows between agricultiire and non- 
.griculture in India, 1950“1970? Economi c and Poli: 
ical Weekly. AnnuaJ Number, Karch. 


8 ) Mody, A, Mundle S and Raj K N 1982 Resource flows from agri- 

culture and industrialisation j a comparative analysis 
oj Japanese and Indian experiences. Conference on 
Japan's historical development experience and the 
coitemporary developing countries. International 
De'^elopment Centre of Japan, Tokyo. 

9 ) NCAER 1965 All India rural household survey, Vol.11, New Delhi. 

10 ) RBI 1974 Report of the study team on overdues of co-operative 

cretit institutions, Bombay. 

11 ) RBI 1978 Capital expenditure and ca-pital formation of rural house 

- bclos, Dombay. 


^stions concerning growth, transformation and 
,ol agriculture ^ in the- developing coimtries, ’ 
tbl^i^ohyand' lfiofiael Kidron ed Economi c Develp; 



2 


15) Hao, .3? ,E and Rao. KSR (■andated) Estimates of savings and 

investment in .India— soTxrces and measurement of errors, 

. , .(mimeo). 

14 ) Rudra, A 19^5 Sate ■ of saving in India.. Ihe Economic Weekly. 

special Number, July, 

15 ) Ihamrajakshi, R 1977 Rrice incentives and agricultural production, 

^ in Douglas Ensminger ed Rood enough or starvation f or 

millions . lata Me Grew Hill, New PeTbi . 

16 ) , Dostlebe , Alvin S 1 957 Capital in agriculture, its formation ' 

and financing since 1870 , Rrinceton University Press, ■ 

.. Princeton, J; ' 


ABBREVIATIONS 


. 1 ) GSO 
2 ) NCAER 


5 ) RBI 
4) BSRs 


: Central Statistical Organisation 

i National Council of’ Applied Economid 
Research. 

: Reserve ; 'Bank’pf "^-Ihdia ’ ■ / ; 
s ■ : Basic : Statistical: Rc’turns ’ 





SOME ASPEi 


OT, 


S OF INTER-STATE DISPARITIES IN 


V.iN. MISR/. 


It is rather tempting to have more empirical 
evidence on inter-State disparities in the gross value of 
crop output per hectare, particularly of the recent period 
not because the crop production contributes substantially 
to the net domestic product of the States, but because 
of the conflicting evidence on the subject. It has been 
observed that the inter-State disparities in production 
per hectare and per capita production of major .food crops 
experiencing technological changes have widenm, X->robably 
because the new technology has a built-in bias tov/ards 
promoting inequality among regions due to the emphasis 
on modern inputs, v/hich provide better response in areas 
having assured irrigation. Wliereas, the analysisof 
72 wheat growing districts sho\ired that the bulk of 
disparities is caused by the "region effect", representing 
the peculiarities of specific regions that are stable 
over tini'e, rather than the technological changes. The 
other evidence is that about three-fourth' of disparities 


*Directorate of Economics & Statistics, Ministry of 
Agriculture, Government o.f^ India, New Delhi. The views 
expressed in the Paper ape personal. The major part of 
work on vdiich the paper is based, has been done in 1976, 
when I v;as associated with the Agricultural Prices 
Commission, 

2/Rao Hanumanta, C.H. " Technological changes and Distribution 
of Gains in Ind ian Agricultu re", the Macmillan Company of 
India" 'Lbd, ' Celhi," t*." I'O'l,' Ilrishnaji, N,, "Inter- 
Regional Disparities in Per Capita Production and Productivity 
of Foodgrains"j A preliminary Note, "Eco nomic and Political 
Weekly . Vol. 33, 34 and 35, Special. Nimiber, "August,'” 1975. 

2/ For details, see Makhopadhyay, S.K,, " Sourc es of 
Variat ion in Agricultyal. Productivity; A Cr6ss~^ectlon 
d’lme'^Series "'Study'' in' India l^e'ilacirallan Company" of 
India Ltd".', ' l"97'5, 'p', '64 • 
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It is rather tempting to have more empirical 
evidence on inter-State disparities in the gross value of 
crop output per hectare, particularly of the recent period 
not because the crop production contributes substantially 
to the net domestic product of the States, but because 
of the conflicting evidence on the subject. It has been 
observed that the inter-State disparities in production 
per hectare and per capita production of major^food crops 
experiencing technological changes have -wideni^d, jjrobably 
because the new technology has a built-in bias tov/ards 
promoting inequality among regions due to the emphasis 
on modern inputs, w'hich provide better response in areas 
having assured irrigation. Wliereas, the analysisof 
72 wheat growing districts showed that the bulk of 
disparities is caused by the "region effect", representing 
the peculiarities of specific regions that are stable 
over tim'«, rather than the technological changes. The 
other evidence is that about three-fourth of disparities 


^Directorate of Economics & Statistics, Ministry of 
Agriculture, Government of India, Nev/ Delhi. The views 
expressed in the Paper ape personal. The major part of 
work on which the paper' is based, has been done in 1976, 
when I vras associated with the Agricultural Prices 
Commission. 

l/Rao Hanumanta, C.H. " Technological changes and Distribution 
of Gains in Indian Agricultu re", the. Macmillan Company of 
India Ltd,' 'Deliii, 1^75 10i , Krishnaji, N,, "Inter-’ 

Regional Disparities in Per Capita Production and Productivity 
of Foodgrains”! A preliminary Note, "Eco nomic and P olitical 
Weekly , Vol» 33, 34 find 35, Special NumFer, *7ugii5t,'*’"'l97S”l 

2/ For details, see Makliopadhyay, S.K., " Sources of 
Variati on in Agricultural Productivity; A Cro ss Section 
Time""F'erie~s “Btudy'^'iiF'InaiF^ Macmi!!nnH~F6mpam^" 

■lndia“LtdT, T976, ,, • 
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in the regional income are accounted for by the price 

■ - 3 / 

changes-?' In view of these divergent findings, it would 
be interesting to have more empirical evidence to settle 
the issues, such as v/hat are the trends - converging or 
diverging - in the inter-state disparities, v/hether the 
changes in gross value of crop output per hectare among 
States are due to changes in productivity, denoting 
teclinology or to price changes. The paper attempts to 
ansv/er these questions on the basis of State level analysis, 
which includes 12 State j\ndhr a Pradesh, Assam, Bihar, 
Gujarat, Jammu & Kashmir, Karnataka, Madhya Pradesh, 

Punjab, Rajasthan, Tamil Nadu, Uttar Pradesh and West 
Bengal. 

It may, hov/ever, be mentioned that the increase 
in crop production is not alv/ays associated ^^dth an 
increase in per capita production. For this reason, 
it has generally been argued that both the phenomena - 
increase in production and per capita 5 )rodaction - 
representing the volume and v/elfare aspects of economic 

3/Sinha, R.P., "Disparities in Regional Income; Role of 
Prices", Indian Journal of Agricultural Economics, Vol, 
XXXVI, NoT^'Oct-Dec. 1981. 

4/ It has been argued that the inter-regional differences 
in crop production caused by the new technology, when 
examined at State level may not appear to be significant, 
for the new teclinology is so concentrated that the State 
level analysis tends to conceal its nature. Therefore, 
smaller units such as district has been suggested for such 
analysis. For details, see Krishnaji, N. - op , cit . In 
this context, it may be mentioned that taking district 
as unit of analysis, iTOuld also create problem in the sense 
that taking districts fi’om different regions would show 
larger variations, because of regional factors. In such 
a situation, despite the limitation of State level 
analysis, which has been attempted in the paper, it is 
expected to provide fair idea about the changes that have 
taken xilace in the gross value of crop output per hectare 
over the period, are because of the productivity changes 
or price changes, - , 

^ V/e could not include Orissa in the analysis, because 
of non-availability of farm harvest prices. In the case 
of Kerala, the predomination of plantation crops may 
create problems of comparability in the gross of value ; 
of crop output per hectare with the other States ana ■ 
it is excluded from the analysis. b..', 
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6/ Perloff, H.S. ^ al, " Fcep:ions. Resources, and Economic 
Growth, Resources^Tor the Future^', The Joirms Ropkins 


development respectively, should be examined, while studying 
the inter-state disparities. It is true that both the 
aspects depend generally on the same set of forces 5 but 
the strategic variables that determine them, need not be 
identical'T^ The factors such as relative cost of production 
and its transportation in various States are supposed to 
determine the crop production, v/heraas the per capita 
production is influenced by the relation between the rate 
of increase in population and labour force and the rate of 
increase in production. Indeed, the forces determining 
both, crop production and per capita production, are important 
for the understanding of the process of economic development 
and hence inter-state disparities too. But here our aim 
is rather limited - only to knov; v/hether inter-state 
disparities in gross value of crop output per hectare are 
due to productivity changes or to price changes, we have 
concentrated mainly on inter-state differentials in gross 
value of crop output per hectare rather than on the per 
capita production, of course without going into the 
determinants of gross value of crop output per hectare 
among the States. 
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Therefore, their prices v/ere estimated by v/or'king out the 
relationship betvv-een the prices of small millets and other 
corarse grains such as jov/ar, bajra, maize, etc. 
prices of small millets for the base year have been estimated 
by dividing the gross value of small millets, taken from 
" Distribution of Agricultural Inco me in India; 1960-«61 and 
1 970^1 " , Economic and iiciOTtific foundation, Nev; Delhi: 


The inter-state variations in the gross value of 
7/ 

crop output-'' per hectare of gross cropped area have been 

analysed at three points of time; trienniimi ending 1962-63, 

1972-73 and 1980-81, which are henceforth referred to as 

1962 - 63 , 1972-73 and 19S0-81 respectively. By taking three 

years’ average, v/eather induced fluctuations in output are 

8 / 

expected to get eliminatedv' The analysis has been made 
separately for the t\'/o periods, (I) 1962-63 and 1972-73, 
and (ii) 1972-73 and 1980-81. 


the gross value of crop output, all the 
jov/ar', bajra, maize, ragi, small millets, 


seed, seasmum, 


7 / For estimating 
major crops; rice, 

v/heat, barley, gram, tur, groundnut, castor 
rape-seed and mustard, linseed, cotton, jute, masta, 
sugarcane, potato, and tobacco have been taken into account. 
These crops account for about 98 percent in Uttar Pradesh, 

82 per cent in Bihar, 88 percent in Jammu & Kashmir and 
Tamil Nadu, 84 percent /aidhra Pradesh, 87 percent in West 
Bengal and Madhya Pradesh, 86 percent in Karnataka and 
Gujarat, 90 percent in Assam, 81 percent in Punjab and 
75 percent in Rajasthan, of the gross cropped area during 
the triennium ending 1962-63. 

value 

on the basis of farm harvest prices of Statt 
the farm harvest prices of small millets arc 
Therefore, their prices were estimated 
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,to.tus of differont ■ 
-rage change s only 
Nair, K.R.G. 

Economy”, Wiley Eastern 


9/ 'fhe relative .position'; of econoiidc 
regions in relation' to' the national avc 
vary ' gradually over the period. See 
"Regional Experience in a Developing 
Limited7'T982 P.24.. " , . ■ , 


1 . GROWTH .'iro DISP/kRITY 


The relative position of the States could he seen 
from their ranks based on the gross value of crop output 
per hectare in ascending order for triennium ending 1962-63, 
1972-73 and 1980-81 given in Table I . The perusal of the 
ranks indicates two very interesting featuresi (i) despite 
considerable changes in the ranking of a fev; States oyer 
the period, there seems to be a remarkable staoility in 
the relative position of Karnataka, Madhya Pradesh and 
Rajasthan and Tamil Nadu? Rajasthan remained at the bottom 
of the ladder and Tamil Nadu remained at third position 
in all the periods, .and (ii) notev/orthy is the improvement 
of Punjab from six tc and decline of Assam from two 

to six. 

As regards the grov/th and disj-iarity, it is 
interesting to observe that v/hen the gross value of crop 
output per hectare on an average increased by about 144 
percent between 1962-63 and 1972-73, the coefficient of 
variation among States declined from 36.5 percent in 1962-63 
to 31.2 percent in 1972-73. But in the second period - 
1972-73 and 1980-81 vdien the rate of increase in the 
gross value of crop output per hecta.re was about 80 percent 

the coefficient of variation 

shot up to 43.3 percent (Table 2). These trends clearly 
suggest that till 1972-73 inter-State disparities in the 
gross value of crop output per hectare have shovm a declining 
tendenc;/- and thereafter it seems to have started increasing. 
This could also be examined through the rate of change in 
the gross value of crop output per hectare over the period 
from its initial level. The correlation coefficient 
between the gross value of crop output per hectare in 
1962-63 and their percentage increase in 1972-73 turned out 
to be negative (r =* —0.43) shov/ing daclining disparities 
in the .first period but the reverse has haptjoned in the i. 
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second periodj the gross value of crop output per hectare 
in 1972-*73 has shovm positive relationship (r = 0.42) 
v/ith their percentage increa.3e in 1980~81 , suggesting 
that the disparities increased in the later period. It 
may therefore, he infered that a faster increase in the 
p-ross value of crop output per hectare has been accompanied 
by narrov/ing tendency of inter-State disparities. 

Having seen the relationship betv/een the growth 
and disparity in general, it is worth examining the 
direction of changes for each State, v/hich have been done 
by estimating the State relatives (i.a. the gross value 
of crop output per hectare of the State divided by the 
overall average of the States multiplied by 100). On 
tho basis of those relatives, tlie States are then grouped 
into t^^ro. First, the States v/here the values are less 
them 100 in the initial years, and Second, xho States having 
the value over 100. In tho phase of decreasing disparities, 
the States in the first group are expected to show an 
increase in their relatives over the period, reverse 
v/oxild bo the case for the States in tne group second. 

One would expect exactly opposite to happen in the phase 
of increasing disparities. It would oe possible on 
the basis of this analysis, to locate the States, which are 
responsible for convergoncc/divergence of the disparities 
in the tv/o periods. The results of State relativoo for 
different States separately for two periods are given in 
Table 3. It indicates in. the States of group first - 
Rajasthan, Karnataka and Gujarat, improved their status, 
whereas in the States of group second, -iindi'ira Pradesh, 

Bihar, Tamil Nadu, Assam and West Bengal lost their status 
from the initial years to the terminal years in tho first 
period. This resulted into the narrov/ing tendency of dis- 
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.tuation it is 


them into State grov/th effects 


per hectare than that of the overall average. In those 
States such sharp increases seem to have played an important 
role in raising the disparities in the second period. 

The finding of narrov/ing do\m inter-State disparities 
in the first period; 1962-63 to 1972-73» characterising the 
early phase of new technology, and started increasing 
since then, shovm hy higher coefficient of variation in 
1980-81 than that of 1972-73 is, hov/cver , based on tiie 
analysis of three points of time. Therefore, it is rather 
difficult to draw any definite conclusion about the pattern 
of disparities tiiat follow for the entire period. With 
this limitation in viev/, it may hov/ever, be inferred that 
trends broadly indicate the po,ttern of ’U‘ shape curve 
for the disparities over the period in the process of 
agricultural development in the country. This observation 
seems to be in conformity with finding based ^on the analysis 
of the net domestic products of the States 


2. DISP/HITY; OUTPUT iu'ID PRICE 

The differentials based on the gross value of 
crop output per hectare consist of two components; physical 
output per hectare (productivity) and its price. Ine 
former is expected to catch the effect of technology and 
the resource base if the regions in terms of land, labour, 
etc. These forces influence productivity unevenly. 

Uneven growth in production of different crops results in 
the relative prices of various crops changing, 
consequently the output of crops in which the tectoological 
changes 'have taken place, tend to increase more than the 
average of all the States . resulting into inter- 

state disparities in the gross value of crop output per 
hectare. However, the forces whicli a'-’e marking differential 
rates of chenge among States arc so complex and, so inter 
related that it is rather difficult to directly translate 
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ii/ 

useful to do an "accoimting*' job. This has been done in 
the first instance by estimating the gross value of crop 
output per hectare at constant prices, so as to have 
mainly the effect of productivity change on inter-state 
disparities. The estimate based on at constant prices 
has been converted into the State relatives and then changes 
over the period hove been worked out. The results are 
given in Table 4. It indicoites that though the States 
with lower value of crop output per hectare in group 
first, have shovm improvements in the terminal years 
over the initial years in the first period, but the 
improvements have been quite substantial in the States of 
group second. This is evident from the fact that among 
the States of group second, the changes that have taken 
place in the first period are quite different in both the 
situations, i.e. at the constant prices and current prices. 
For instance in Andhra Pradesh, Tamil Nadu and Assam there 
have been decreases in their relatives at current prices, 
but at constant prices, the relatives have shown the 
increases over the period. It is the latter that has. 
raised the inter-state' disparities in the first period. 

The implication is that if more productivity changes would 
have taken place among the States, in tho first period, 
the inter-state disparities would have been higher than 
what has been observed at current prices. This could be 
seen from the coefficient of variation, which turns out 
to be higher, being 45.6 percent at constant prices, as 
against 31.2 percent at current prices. It may, therefore, 
be inferred that in the first period, the differential 
price movements among States have exerted dampening effect 
on inter-state disparities. Such effect of price changes 
could not take place in the second period, indicated by 
the fact that the coefficients of variation are more or 
less at the same level - 43.2 percent at current prices 
and 42.5 percent at constant prices., - pronably because 
the relatives of gross value of crop output caused b]/ 
the price changes over .period have boon showing only : ' 

increvoses in both the' groups of States, resulting into 
lower magnitude of differential/lmprovements airiong States.','' 

11/ Perloff, H*S. et al - op cit . 
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In order to provide empirical support to the above 
inference about the effect of price chojiges on inter-state 
disparities, v;e have done an other ''accounting'* job. The 
gross value of crop output per hectare for 1962-63 has 
been estimated on the basis of 1972-73 prices, and similarly 
for 1972-73, it has been evaluated at 1980-81 prices, 
so as to have some idea about the price changes on inter- 
* state disparities. The gross value of crop output per 

hectare so measured, has been converted into State relative 
as has been done in the above exercise. Then the changes 
in terminal years over the initial years in both periods 
have been v/orked out. The results are given in Table 5. 

V It indicates that in the first period, among- the States 

v/ith higher gross value of crop output per hectare than 
that of over-all average (i.e. group second), there have 
been the decreases in their relatives over the period 
except Punjab and West Bengal where improvements took 
place. Among the States of group one, substantial 
improvements have taken place in Rajasthan and Gujarat 
over' the period. These changes seem to be responsible 
. for the dampening! effect of price changes on inter-state 
disparities. In the second period, such effect could 
not take place because of lov/er magnitude of differential 
/glA of price movements among States. 
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LIJSION 


-it xiiutx -o octi^e uispanties in gross value of 
crop output per hectare showed converence betvraen 196: 
and 1972-73. Hov/ever, between 1972-73 and 1 980-81 ^ 
div(.-ii“ging trend has been observed. In the early sevei 
the- inter-state disparities in gross value of crop oul 
per hectare v/ould have been higher, if mere productivj 
changes v/ould have taken place. It is the differentia 
price movement among crops that had d;ampening effect c 
inter-state disparities in the first period; 1962-63 i 
1972. In the second period, it appears that movement 
of prices of commodities displaying faster rate of gro 
relative to the prices of commodities witnessing lesso 
order of growth, did not experience the sene 


TABLE -1 . 

in 'Terms of ptops valup d-f 

H3L°uaaiL£igl. heSH?r^ 


state 


1 . West Bengal 

2. Assam 

3 . Tamil Nadu 

4. Uttar Pradesh 

5 . Bihar 

6. Punjab 

7. Jammu & Kaslimir 

8. Andhra Pradesh 

9. Gujarat 

10. Karnataka 

1 1 . Madhya Pradesh 

12. Rajasthan 


1 .972473 


19*62 


1 

2 

5 

4 

5 

6 

7 

8 
9 


2 


6 

8 

1 


5 


9 

7 


1 

6 

3 
5 
9 
2 

4 

7 

8 


10 

10 

10 

1 1 

11 

11 

12 

12 

12 


TABLE - 2 



1 , Andhra Pradesh 

2 , Assam 

5 . Bihar 

4 . Gujarat 

5. Jammu & Kashmir 

6. Karnataka 

7. Madhya Pradesh 

8. Punjab 

9. Rajasthan 

10. Tamil Nadu 

11. Uttar Pradesh 

12. West Bengal 


695 

1086 

785 

860 

970 

645 

420 

1213 

400 

1127 

919 

1204 


AVERAGE 






TABLE- 4 

State Relatives of p,ross value of crop output per hectere 




* Director, Agricultural Prices Commission, Government of India 


TRENDS IN RUR/iL POVERTY AND DISTRUST OF GROWTH : 

SOME METHODOLOGIG’^L ISSUES 

D.S. Tyagi* 

Even in the early seventies when incidence of poverty was not 
a much widely researched area, doubts regarding the ability of 
growth process to make a significant dent on poverty and unemploy- 
ment have been cast, Dantwala (1973), in a way, was summarising 
these feelings when he observed "The distrust of growth has had 
two strands : one emenating from the developing countries..,, and 
other emerging from the disillusionment in the developing countries ! 
with the ability of their groxd::h process to make a perceptible 
impact on the wide-spread poverty and unemployment ". (Italics addedi 
With the accumulation of a vast literature on poverty and unOTploy- 
ment in the country, this distrust in growth seems to have ftiirther 
increased. Various attempts have been made to ascertain the underi 
lying trends in rural poverty, not only at all- India level but alsoj 
for different States. The relationship between the trends in ruraj 
poverty and growth of agricultural output has also been the main 
theam of many studies. Though the results obtained differ from 
one study to another, yet, an impression is being created/has been 
created that growth in agricultural output per say did not make/ 
cannot a significant dent on the rural poverty. 

The incidence of rural poverty has, generally, been measured 
by taking a cut off point on the distribution of population by 
levels of consumption expenditure. For this purpose distritsation 
of population by levels of consumption expenditure have been derive 
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from the data thrown up by NSS consumption expenditure surveys. 

The cut off points have been determined by adjusting the minimum 
levels of consumption e^qjenditure i.e. the poverty line to price 
levels obtaining in different years. The consumer price index f or 
Agricultural Labourers (CiTAL) has been preferred for such adjust- 
ment. For examining the relationship between incidence of rural 

3 

poverty and growth of agricultural output, incidence of poverty 
(measured following the above approach) has been generally consi- 
dered as a dependent variable in a multiple regression model with 
the growth of agricultural output as one of the explanatory variabl 
Net domestic product at constant prices from the agricultural 
sector per head of rural population has also been used as an 
explanatory variable in some studies. In these studies implicitly 
the changes in agricultural output or in NDI per head have been 
taken as proxy for agricultural/rural incomes. Such a proposition, 
however, is valid only if (a) marginal physical product of factor 
inputs remains unchanged despite the production level moving on to 
a higher plain on the production surface and (b) the changes in 
factor and product prise did not materially affect the relationshl 
between gross income and cost of production. Both these assumptio 
cannot be taken for granted, and even when one adopts NDP in agri- 
culture at constant prices as indicator of agricultural income the 

second assumption has to be made. Further, these analysis reguire 

6 

the assumption of terms of trade remaining unchanged. 

In this paper I shall be argiaing that (a) NSS consumption 
expenditure estimates fall short of accuracy required for valid 
inter- temporal comparison of levels of consumption of rural poor 
(b) the. CI'IAL may .overestimate, the rise in the price of consumptio 
basket of the poor and thus estimates of rural poverty currently i 
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circulation cannot be taken at their face value. Even if one takes 
the estimates of rural pov^erty currently in circulation as valib, 
by regressing rural poveruy against agricultural production/ NDE 
per head/ CPIAL etc. one may get misleading results because 
(c) agricultural output per head of rural population fails to 
reflect truly the changes in rural incomes/ and (d) due to terms 
of trade for the agricultural sector moving differently in diffe- 
rent States the real income of rural population of certain States 
may show a decline when the NDP shows an increase. For the purpose 
of illustration, we shall elaborate the case of three States viz. 
Punjab, Gujarat and West Bengal. Punjab represents a region where 
main source of agricultural growth has been the technological 
break-through and the prices of commodities produced in the region 


have not been depressed because of rising demand, Gujarat represents 
a case where agricultural output has moved, by and large, on the 
same production surface but due to supplies of the commodities 
produced in this region lagging for behind the demand, the prices 
have been moving at a very fast rate. West Bengal would reflect 
the case of a region where neither the growth process in the agri- 
cultural sector has been sustained by technological break-through 
nor the region has been lucky to have a rising demand for its main 
products, 

II. Trends in Incidence of Rural Poverty 

/vhluwalia (77) has estimated incidence of rural poverty from 
1957-50 to 197 3-74 in di^.feron-c Gtates of the countr/. The per- 
centage of rural population in poverty in different States in any 
given year indicated large disparities (Table 1) . For example in 
1971-7 2, while at all- India Icyel 49,1 per cent of the population , 
was estimated to be in poverty, such a percentage for West Bengal - 
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was placed at 63.3, at 45.7 for Gujarat and at 22.3 for Punjab and 
Haryana- For period 1957-58 to 1973-74, the estimates of rural 
poverty in case of West Bengal showed a significant trend increase. 
On the other hand in case of Punjab and Haryana to trend in inci- 
dence of poverty was suggested by the observations and similarly 
in case of Gujarat the time trend variable did not turn out 
significant. 

7 

Ahluwalia recently using the 32nd round NSS Consumption 
Expenditure Surv'ey for 1977-78, has worked out the percentages of 
population in poverty in different States. With the inclusion of 
1977-70, the results regarding trends in the incidence of poverty 
in different States are reported to have undergone significant 
changes. In the case of Punjab and Haryana, the incidence of 
poverty shows a perceptible decline. In case of Gujarat, also the 
series indicates a declining trend. However, in case of West Bengal 
the incidence of rural poverty has shown a significant increase. 

On the Accuracy of NSS Estimates 

The NSS estimates of per caput annual consumption and those 
of per caput availability Indicates a divergence. The relevant 
data are presented in Table 2. It would be seen that, in 1960-61 
and 1961-62, the annual per caput consunption of foodgrains in the 
country was estimated by NSS at 225. 7 kg . and 220.7 kg . respectively 
as against the availability figures of only 171 kg. for 1969 and 
168.2 kg. for 196 2. One wonders from where this, much foodgrain 
came as the NSS estimate worked, out to be 20 per cent higher than 
even the 'gross production + imports The NSS estimates in 1960-61 
and 1961-62 were higher than the official availability estimates by 
over 31 per cent.^ /ind ..f one, were to- consider the fact that, NSS 
estimates pertain ,to only household consumption, while official • 
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estimates relate to total availability, the difference would be 
still larQer. Since then, the differences between the two have 
narrowed down, in 1973-74, accrording to NSS, the annual per caput 
consumption of foodgrains was at 105.3 kg. as against officially 
estimated availability of 164.6 kg. in 1974. This gives a divergence 
of only to 12 per cent. However, such a divergence could arise if 
in seventies the share of government consumption was larger, i.e. 
less grain was available for private consumption, stocks held pri- 
vately by trade and farmers were higher than in the sixties or due 
improvement in coverage and methodology of estimating the production. 

Gould this divergence be due to the share of government consump- 
tion increasing in the total? The share of government consumption in 
the total consumption of food crops was less than 0.5 per cent in 
1973-74, and thus the observed divergence cannot be explained by the 
changes in the government's share. If between 1960-61 and 1970-71 
and the latter year and 1973-74 stocks held privately by traders and 
producers had risen, then the official figures of availability would 
exaggerate the actual availability for consumption. Let us consider 
the facts. 

rrivate trade in the seventies handled a much lower share of 
foodgrain trade than in the early sixties, and so the chances of the 
share of the stocks held by trade in the total availability showing 
an increase are fairly remote. No doubt, the holding capacity of 
producers in certain areas may have improved during the period. But 
in these very areas, due to production certainty the farmers were 
keeping a very small amount of produce to be carried from one year 
to another. The positior now is that most of them are unwilling to 
retain even that proportion which, they held, in early sixties. As -r 
the availability figures arc- based on index numbers of production, 
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the possibility of change in coverage and the methodology of esti- 
mation providing an explanation for the observed divergence does 
not exist. Consequently# the above- observed systematic narrowing 
of differences between the two cannot be explained by the differences | 
in concepts# methodology# etc. of the two. In fact# such a divergent ; 
trend could emerge only if one of the following were true. 

i) official estimates of per caput availability for the 
early sixties were underestimates; 

ii) official estimates of per caput availability for seven- 
ties were overestimates; or 

iii) NSS estimates for the early sixties were over-estimates^^ 
and this overestimiation got moderated over the years. 

If one were to assume (i) or (ii) to be the correct explanation 
of the observed phenomena# the implication would be that foodgrain 
production - on which availability figures are directly based - shoulc 
have been 96.54 million tonnes instead of 82.40 million tonnes in 
1961-62 or 89.12 million tonnes in place of 104.66 million tonnes 
in 1973-74. This would also imply that the foodgrain production in 
the country had increased during this period only by about 8 per cent# 
and not by 27 per cent as the official figures of production actually 
indicate. However# this not only goes against the more or less esta- 
blished fact that the food production in the country has increased at 
a rate slightly faster than the rate of growth in population# but 
it would also not stand scrutiny if one considers the impact of 
increased irrigation potential and higher use of, fertilisers on , 
production. In such a situation# one is bound to consider the extent 
to which there could be a possibility of (ili) bejLng the correct 
explanation for the observed phenomena of divergence between NSS 
eshiiftathli;ahii:tiSp:isihi:Sthe.:fihbh::i;;capii?^hyai^ 



IV. consumer Price Index for Agricultural Labourers as 
Deflato r for Consumption Expenditure 

In the absence of a consumer price index specially designed 
for the rural poor/ the consensus now seems to be for the use of 
consumer price index for agricultural labourers (CPIAL) prepared by 
the Labour Bureau as the most appropriate for adjusting the poverty 
line defined at 1960-61 prices for different years. The preference 
for this index has emerged from the fact that the pattern of consump- 
tion of the rural poor approximates best v;ith that of agricultural 
labourers. Unfortunately^ this apparent closeness in the consumption 
pattern of the rural poor and the agricultural labourers is not suffi- 
cient to overcome the limitations which arise in the use of any such 
consumer i)rice index that has not been designed for the purpose. The 
limitations of CTI/iL/ v^heri used in poverty measurement/ emerge from 
the following : 

i) Pattern of consumtption changing v/ith the passage of time. 

ii) Differences in the distribution of rural poor and that 
of agricultural labourers in different States. 

The weights assigned to the different commodities in the 
construction of CPTAL refers to the period August 1956 to August 
1957/ though the base pex'iod for CFIAL was taken from July 1960 
to June 1961. Since 1956-57/ a structural change has occurred in 
the pattern of availability of cereals, oils and other items of 
consumption. It is well known that, in the case of these commodities 
the production of which has net increased at a significant rate, the 
prices have increased at a very fast' rate. The gr-ainr which were 
earlier treated as inferior are now priced- higher than th-a superior 
cereals. Owing to change's in uhe pattern of production and availa- 
bility, there has occurred considerable change in the pattern of - 

consunption also. For example, n-ow people are eating more wheat 
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the price of which has increased at a slower rate - and far less 
gram, barley, etc. ~ prices of which have increased at a much faster 
rate. Similarly, now the use of vanaspati is much more and the use 
of ghee is far less. It is well known that Laspayre's formula with 
fixed weights, as is the case with CFIAL, would tend to inflate the 
rise in prices of the consumption basket, when the consumption of 
those commodities whose prices have increased most have declined in 
consumption. 

To illustrate this point, we present information in Table 3 
on the distribution of cereal consumption, as recorded in 1956-57, 
for the agricultural labour households which formed the basis of 
weighting diagram adopted in the construction of CFIAL? and for 
1973-74 for the first 9 consumer expenditure classes - i.e. upto , 
the expenditure class of Rs. 34-43. An examination of the last two 
columns of the table reveals that, whereas the proportion of expen- 
diture on coarse cereals, barley, and gram has declined considerably 
that on wheat has shown a rise from 7.5 to 16.83 per cent. This 
shift in the pattern of consumption should be taken into account ^ 
while using consumer price index. 

To illustrate the Implications of changes in weighting 
diagram on the consumer price index, we have prepared an index of 
cereal prices for 1973-74 taking 1960-61 as 100 using two different 
weighting diagrams. The corrposite index? with 1956-57 weights, gave 
a figure 320 for 1973-74 with 1960-61 = 100; the other composite 
index based on 1973-74 weights woiked out to no more than 312. Thus 
the index based on Lesparye's formula with base year weights 
overstated the price rise by 3 . percentage point. 
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should have made possible greater increases. In, yields than those 
required in the inputs uJed. On, 'uhc other hand in case of commodi- 


I have shown elsewhere (Tyagi, 1902) that if the IIS S consumption 
expenditure series and CFIAL are adjusted for making possible a valid 
inter- temporal comparisor then the percentage of parsons in poverty 
may turn out to be 10 lower than those being used in estimating trends ^ 
in rural poverty . 


Technological Change end Agriculture Inco mes 

In seventies the most crucial component of grov/th in agricuitural 
output has been improvements in productivity, in many States. In case 
of crops where superior technology of crop production becomes availa- 
ble income could grow at ,a rate higher than that of output so long as 
production remain in the first stage i.e. elasticity output with 
respect to input remain greater then one. On the other hand, in case 
of crops v/here either the ne\v technology does not exist or it is not 
widely adopted, one would expect the incomes to grew at a rate lower 
than that in output since the icroduction process is likely to be in ; 
the second stage i.e. elasticity of output with respect to input 
would be less than one. 

If Y is the yield per hectare, P is the per unit price of ; - ^ 

output, I is the input rc:quired and is the price of input then 
the income (value added) would be Y x P-I x say V, and if the 

' 1 ,'1 V'', '.'S0 

yield increases to y and the required input increases to I then 
the increased income would become y^ x P - I^ F., say V^. Whether 


the increase in income i, e. 

.-,1 




would depend on whether 


the Increase in inputs (I /l) has been less than, more than or equal 
to that in yield per hectare. 

The technological, b,-eakthrough in case, of wheat cr cotton 
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ties like jute, groundnut and even in paddy in certain States where 
no technological breakthroughs have not taken place one should 
exjDect the elasticity of output with respect to inputs being less 
then one (since law of diminishing return should have already set in) . 
The implications of disparity In the elasticity of output with respect 
to inputs in case of different crops, becomes all the more important , 
when the analysis of trends in poverty and growth is carried out aat 
State level because in certain States growth in agricultural output 
have been the result of production function itself getting changed 
in case of some crops while in some others growth came through the 
upward movement on the existing procluction functions. 

The relationship between grov/th in productivity and income 

can be worked out if precise info.rmation on the variables are availa~ 

ble on a cross section basis. In the absence of such cross section 

estimates time series estimates could be ^’used. For estimating the 

relationship between the growth in output and income, we have relied 

U]pon the time series data available from Comprehensive Schemes for 
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Studying Cost of Production of Principal Crops." In the case of 
wheat in Punjab the estimates of cost of production are available \ 
for a number of years and such estimates are, also available for paddy 
in the case of West Bengal. The sample yield varied from 22,61 
quintals to 27.91 quintal, in case of wheat in Punjab, where as 
in the case of paddy in Weist Bengal it had varied from 17,12 
quintals, to 22.83 ^quintals during 1976-77 to 1977-78, 

: j/:Infonnat lph::;regardi:i:,g:;;;q^tiSt^^lti'htiv''t :dj:Sej;:g^^ 

in respect of bullock labcur. seed',- ferdilic "irs .and r.ianures, and for 
other inxxzts it is BValua/ole only in value .terms, Per estimating • 
the value of inputs at ccr-s t ant- .pr dees, the' cos u of such inputs for 
v.'hich the quantitative ir.forrnation were . available have been worked. ' 
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out by multiplying the quantities with the prices prevailing in the 
base year. For other inputs, it has been estimated by deflating 
the estimates at current prices through the input price index. The 
elasticity of input with respect to output turn out to be no more 
than 0.28 for wheat in Punjab and the analysis also suggests that 
had the fector and product prices remained constant with the yield 
of wheat increasing by 13.14 per cent between 1970-71 to 1977-78 
the increase in the net income (gross income - factor cost) would 
have been of the order of 19.70 per cent. 

In contrast to the situation of wheat in Punjab, in West Bengal 
the elasticity of input with respect to output in case of paddy works 
out at 1.146 for seventies. The analysis further indicated that with 
the paddy yields increasing by 23.40 per cent between 1970-71 to 
I977_78 the income from paddy cultivation would have grown only by 
20.27 per cent even if factor and product prices would have been 
kept unchanged. 

It is well known than growth in agriculture output in some 
States have come about due to technological breakthrough in case ; ^ 

of some crops and in many states increases in productivity has been 

achieved only through moving on the same production function. The 
growth in agricultural output per head of rural population, therefore, 
cannot be taken as a proxy for changes in rural incomes without 
t ■ 3 ^caution ■ 3. . • '■ ■■ 3 , ■: 3 : 33 ; /a;:p/33a: 3/ V33 

• Terms of Trade 

would happen to income in relation to growth in outiart would also 

of trade. If the output prices increase at rate faster than that 
in input prices than inccme would, 3 rise much faster in case the 
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movement is within the first stage* If reverse is the case even a 
decline may take place in the income despioe the farm operating in 
the first or second stage. For e.xample.. if 0 (Output) = lO, Po 
(Output prices) = 10, I (input) = 6 and P„ (Input price) = 8 then 
the income is Rs.5 2 (10 x 10 - 6 x 3)., If both 0 and Po increasess 
ot the rate of 10% and I and at the rate of 12 and 50 per cent 
respectively then the inccme would vrork out at Rs.34.60 (lO " 

10 X ^ - 6 X - 8 X ^-^) 

lu X D X .. d X 


X 


100 

This decline in income has taken 


place because the terms of trade deteriorated to 73.3 (taking the 
initial position at xaar } . 


The above illustration, hoivever, indicates only the impact 
of a faster rate of increase in, the p^rices of inputs as compared 
to that of output. In fact, rural sector not only purchases agri- 
cultural inputs hut also purchases commodities for final consumption 
and for the purposes of capital formation,-" Therefore, the appro- 
priate variable to regress on the incidence of jioverty would be 
income i.e. (value added) per head of rural population at current 
prices deflated by index of prices paid by the rural population 
for purchases made to meet their consumption and capital formation ’ 
requirements. Such indices unfortunately are not readily available 
at state level. One can, however, get uhe feel of how the diverse 
movements in terms of trade couM distort the relationship, between; 
NDP per head of rural population at constant prices and in real 
incomes by com.paring the changes in the prices received by the 
agricultural sector in different States with changes in the 
consumer price index for ipricult-'iral' labourers. In Table IV 
the indices cf prices rece-’vcf. , by the agricuIturaJ. sector in the 
States of Punjab, Gujarac and' West Bengal' are jeresmted along with 
CI-TAL. It would be seen' frorri- the: cable- .that whereas in West Bengal 
the prices received increased by j.09 and 273 per cent between the 
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trienniurti ending 1961-62 do 1971-72 and between 1961—62 to 1980—81, | 

: 

in Punjab the price received rose by 104 and 283 per cent whereas I 

in Gujarat it increased by 105 to 256 per cent. 

On the other hand the increases in CPIAL upto early seventies 
have been of the order of 111 per cent in the case of West Bengal and 
of 94 and 109 in the case of Gujarat and Punjab respectively. The 
increase in the CPIAL upto the triennium ending 1981-82 have been 
of the order of 293 per cent in case of west Bengal and 247 and 
312 per cent in case of Gujarat and Punjab respectively. 

A comparison of movements in prices received and CPIAL 
indicates that in case of Gujarat the prices received rose at a 
rate faster than the CPIAL while in the case of West Bengal the 
reverse has happened. The implication of these divergent trends 
is that in the case of Gujarat rural incomes in real terms would 
have shown a faster rate of increase than in the case of West Bengal 
even if the agricultural production or NDP per head of rural i^opula- 
tion has risen by the same order in the two States. Therefore, the 
week relationship betwee^n agriculture growth and incidence of 
poverty could emerge as a consequence of movement of ternis of 
trade. In the case Punjab if the impact of technological improve- i 
ment could more than offset the impact of adverse movement of terms 
of trade, the incidence of poverty could show a decline with growth 
in agricultural output, 

: :GonGlusibn v ; : ; x. ^ : 7, p v/: :; , 

The above analysis lead to the conclusion that the estimates 
of rural poverty currently in circulation cannot be taken at their 
face value due problems of; inter- temporal' comparability in the 
consumxition expenditure estimates 'and the limitations of CPIAL in 

— mi i ii ti iiiifid '— - 
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reflecting truly the changes in the prices faced by the poor. Both 
the growth in agricultural output and NDP from agricultural sector 
fail to reflect truly the changes in the real rural incomes because 
of the play of technology and of terms of trade. The disillusionment 
with the process of growth that emerges from the finding of a weak 
linkage between growth in agricultural output/NDP from agricultural 
sector and the decline in incidence of rural poverty thus would seem 
to rest on a shacky ground. For analysing the impact of growth in 
agricultural output i.e. agricultural incomes on the incidence of 
rural poverty not only the methodology for measuring rural poverty 
needs improvement for generating valid estimates but also an analy** 
tical frame needs to be evolved to tackle the problems that arise 
from technological improvements in some crops and the movenent of ; 


terms of trade . 
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Tible 2 ; Differences in Estimates of per Caput 

Foodgrains consumption and Availability 


Year 

(1) 

NSS 


Availability 

. ■ .. 

Consumption 

,„.,„..„:x:l 0 0 
Availability 

(6) 

Reference 

Period 

(2) 

Per Caput 
Annual 
Consximption 
(Kg.) 

(3) 

Year 

(4) 

■ '■y'"' 

Kg. per 
Annum 

(5) 

1960-61 

July 60- Aug- 


1960 

164 .6 



ust 61 

225.67 

1961 

171.1 

131.9 




Average 

167.85 

134.4 

1961-62 

September 6 1- 

220.7 

1961 

171.1 



July 62 


196 2 

168. 2 

131.2 




Average 

169.6 

130.1 

1964-65 

July 64- June 

205.4 

1964 

165.4 



65 


1965 

175.3 

117.2 





Average 

120.6 

197 2-7 3 

July 7 2- June 

186.4 

197 2 

170.7 



7 3 


1975 

154.2 

120.9 




Average 

16 2. 2 

114.8 

1973-74 

October 7 3- 

185.3 

1973 

154,2 



June 74 


1974 

164.6 

112.7 




Average 

161.5 

114,7 


Source s For column 3 NSS reports for 16th, 17th, I9th, 27th and 28th 
' rounds and for CO liornn 5, Food Statistics, Directorate of 
Economics . and Statistics (1978)', ■' i 


Tyagi (82) 
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Table 3 


Cereal Price Indices Based on Percentage 
Distribution Derived from CPIAL W®^ghting_ 
Diagram and Consumer E3<penditure m 197 3- /i 


Prices Per Kg. 


Cereal 


1960-61 
(Rs . 


Rice 0,525 
Wheat 0,455 
Jowar 0 , 355 
Baj ra 0 , 396 
Maize 0 ,350 
Barley 0.360 
Small Millets 0 . 300 
Ragi ^ 

Gram 0.337 
composite Index - 


1973-74 

(Rs.) 


1.64 

1.33 

1.22 

1.12 

1.18 

1.22 

0.86 

1.10 

1.63 


Price Index Percentage Distrib- 
in for 1973-74 ution Derived From^ 
with 1960-61 


100 


312.6 
292.1 

343.5 

282.7 

337.6 

338.5 
286.3 
307.0 

431.6 


CPIAL^ 1973-74 Con- 
sumer Expen- 
diturej/ 

55.5 51.74 

7.5 16 . 5 3 

14.6 12.43 

3.2 6.05 

4.0 6.05 

4.1 1.60 

3.0 1.37 

4.1 3*19 

4.0 0.74 

320.42 312,80 


1 Derived from data available on of Agra^lture 

?abourhouseholds in Rural Area. NSS 11th and 12th ^und 
Au^st 1956-August 1957, No. 37, Cabinet Secretariat CSO. 

2 Derived from the consumption expenditure data, the NSS 
tlhZs on consumer Expenditure 28th round. No. 240, 
Department of Statistics, New Delhi. 

3 Prices derived from the quality and value of consumption 

and 28th rounds 




* Price received index is with triennium ending 196 1-6 2 
and against the triennium ending 1961-82 figures are 
triennium ending 1980-61. 











Measurement of poverty, trends in rural poverty etc. have 
been the topic of many studies in seventies. Set for 
example, /ihluwalia (1977), Rajaraman (1977), Bardhan ( 197 3) , 
Dandekar and Rath (1971), Griff in (1976) , and Tyagi (1982). 

Generally only NSS estimates of consumption expenditure have 
been used but' in a few cases NSS estimates have been adopted 
in conjunection v/ith CSO estimates. See for example Minhas 
(1970) . 

In some studies poverty indices that take into account not 
only the number of persons below poverty line but also its 
incidence, measured basically as the difference between the 
level of consumption and the poverty line consumption. For 
details see Sen (1973) , 

For example see Ahluwalia (1977). 

h higher order of increase in the input prices than that in 
output prices may even lead to a decline in income. This 
point has been further elaborated in the text in the terms ■ 
of trade section.^ 

In a period when terms of trade has moved in favour of agri- 
culture, real incomes may have increased by a rate higher 
than that indicated by NDP or agricultural growth. 

The paper is likely to be released shortly. 

The availability figures are published by the Directorate 
of Economics and Statistics, Ministry of Agriculture, Govt, 
of India. 

under the Comprehensive Scheme the data is collected by 
Agricultural Universities/Agro Centres in different States. 
The analysis of the compiled data is done in Directorate of 
Economics and Statistics, Department of Agriculture, Govt, 
of India. 

See for details Kahlon and Tyagi (1981) . 

The indices of prices received have been constructed taking 
the triennium ending 61-62 as 100. All important field crops 
grown in the selected States were considered. Farm harvest 
prices has been takc.i as prtcc indicators and v;eightr assignee 
to each commodity are the shares in the, gross value of output 
in the base year. ■ , , ' . , . 
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Sudipto Mmdlc 
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Road, llllocr, IriTondrum 695011 



The Effect of ACTiculoural Production 


Poverty s An Analysis of Inter-State 


Hie original attempts to find some measure of the abyssmal levels 

of poverty in British India, undertaken towards the end of the 19th 

1 / 

century, were aimed at a oritique of the colonial state, In recent 

times, however, it is ■under the auspices of the state itself that 
attempts to meas-ure the incidence of poverty in post-independence India 
have hoGn revived. This new . research of the sixties and seventies 
was initiated by the Planning Commission, ostensibly to aid a new kind 
of planning which vrould hoxiefully eradicate atleast the most intense 
levels of poverty, ^ Ko one was surprised that, all the research not 
withstanding, planning failed to make a dent on poverty? for nobody had 
really believed that all that stood in the way of eradicating poverty 
was the prepara'fcion of proper estimates of minimum levels of living, 
target groups of poj»\xlation and the like. The effort however was not 
entirely wasted for while the ostensible planning goals were not achieved, 
the research did contribute enormously to the constsmetion of a fairly 

Kiou^ it was 


cautious statistical picture of poverty in India 
essentially preoccupied with problems of measurement the work of this 


Lcimion, I9OI1 


See William Bigby 


Host of the important work' of porfod xias been put together in the 

voluiao edited, by A'5974) , , ; 
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period also prepared the groiind for research of the kind reported here 
which is more concerned with the effect of various econoinic factors on 
the incidence of poverty rather than the measurement of poverty itself 


yc33j our present purpose it is useful to note at the very outset that 
the rural poor do not form a homogenous category. They are differentiated 
not only in terms of the intensity of deprivation but also functionally 
in terms of their roles and positions in the structure of agrarian 
relations. Accordingly the effect of different factors governing the 
incidence of poverty may also vary between different segments of the rural 
poor. Analytically they may be classified into two broad strata, i.e., 
the class of cultivators who earn thoir living primarily from the produce ^ 
of their operated holdings (tether owned or leased in) and the class of 
agricultural labourers who their living urimarily by hiring themselves 

out as wage labourers. For a cultivating household its income would 
depend not only on the general level of agricultural production but also 
on the household's command over land --*■ the principal asset in agriculture 
production — which largely determines the share of its own claim out of 
total production. To the extent that a portion of the household's share 
of total produce is also marketed its ree income would rise or fall with 
a rise or fall in the selling price of agricultural commodities relative 
to the Jrice at which the household may buy inputs or iima of consumption 
from the market. Finally, given a cultivating household's family income 
the actual level of living or income per capita of the family varies 


inversely with family size 
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In the case of agrictatiiral labourers, the nxmber of persons offering 
themselves for wage labour say rise directly as a consoquence of population 
growth and declining lands man ratio. The number could also rise, however. 


ao a conseq.uencG of chariges in the distribution of land viiich nay be quite 
independent of population growth. This rise in the supply of agricultural 
labourers might be matched by growing demand. Hov;ever if the growth of 
agricultural production is not proportionate, or takes a form which is less 
labour intensive, such that the increased labour supply is only partially 
offset by the increased labour demand, then this v/ould adversely effect 
either the wage rate or the average nandriys of Gmplosrment a-ttailable per 
labourer or both. Unionisation of agricultural labour nay help to protect 
the wage rate but net the period of employment per worker. Olhe effect of 
the above factors on the average income per labourer would be either 
reinforced or neutralised by changes in agricultural (especially foodgrains' 
prices, depending on the cashs kind conposition of wages and the 
relationship of money rages to foodgraJn prices. Finally, givesn an average 
annxial real income per labourer, the level of living or per capita income 
for the agricultural labour household wo;ild jary directly with the number 
of earners per family and inversely with family size. 


Hie factors determining the incidence of rural poverty may thus be 
classified into three broad groups. First we have factors like the 


distribution of land which directly effect the inccaae of cultivating 


households and, second, factors .like , irural wage rates and wage omploynont 


which effect mainly tho iomcca'of rural labour 'households. Both those 
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third set of factors such as aericultural prices and production, which 


effect the incones of "both 


have 


been taken up for analysis in this paper* 


In a sense this is a reexamination of seme of the conclusions 


reached in an earlier exercise where the effects of all the various 


factors identified above on the incidence of rural poverty were examined 
in the conteit of rural Bihar and Punjab - Haryana (Mundlo 1982a and 1982b) 


Chose two regions wore studied as representing polar cases in terms of 


Che inferences drawn on the basis of these 


two polar cases are reexamined here using data covering a set of fifteen 


states. However this ro-examination is partial since it is confined to 


the effects of agricultircal production and prices only. Che effects of 


land distribution and trends in agricultural wages, 


wage cEipl 037 ment 


other factors related to tho income of rural labour 


households have 


been taken up here 


Interipretlru? tho Bata 


Che reference period is 1965-64 io 1975“74 


which begins just 


the so-called Green Eevolution and extends well 

forces 

the results reported bolow reflect 
during this period of agricultural growth, 
distinguish carefully tho question of poverty incidence from that of 
income distribution. In particular , it oust be noted that inf orcncos 
drawn regarding tho effect of certain' eoonomio factors on Incime 


In this context wo must 
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;a the standard procedure now employed 


Regardine the analysis of dati 
to test hypotheses regarding the incidence of rural poverty is to regress 
the relevant independent variables cn scaae measure of poverty such as the 
jjroportion below a given poverty line or S^*b index of poverty. ^ ®iii 


See for instance ihluwnlia (1978)» Griffija and Ghosfli (1979)» Sai^h 
(1981 ) or the last xaaoomplctod worlc^ of the late I!r. Oiaran Slarain, 


distribution do not necessarily apply to the incidence of poverty as such. 


Thuss it is generally believed that agricultural growth has been 
accompanied by increasing income inequality in the Green Revolution. 

Sven if true it does not follow automatically that the incidence of 
poverty too should have increased. In principle we can have increasing 
inequality along with declining incidence of poverty. Similarly it is 
quite plausable that among cultivating households inequality may increase 
with rising agricultural prices since the bigger farmers have larger 
siu?pluses and are also able to realise bettor prices - such tiiat their 
gains are proportionately larger --- compared to the peasants, indeed 
there is evidence to confirm that this is the case. But it does not 
follow that the small peasant is worse off in an absolute sense. On 
the contrary it is concievablo that his income too may have increased. 
Unfortunately even those elementary distinctions are often lost sight 
of in the relevant literature. It has to bo emphasised therefore that . 
the present paper is concerned exclusively with the effect of agricult^3ral 
prices and production on the incidence of rural poverty and that alone. 
lEhe question of rural inequality has not been addressed. 


6 



was also the method adopted by this author in the earlier exercises on 


Bihar and Punjab - Haryana cited above-. However there is some doubt as 


to the statistical validity of emplcyinc this method when we have no 


clear a Tiricri expectation as tc the form cf the f\inctional relationship 


betv;een oiir measure of poverty and the independent variables. None of 


the usual functional fcrtns etaploye*d in refp:-ession aiaalysis may reflect 


the real form. It is not clear therefore precisely hew the estiimtod 


Analytically o-ur real concern is to tost vdiothor the variables in 
question are positively or inversely related and whether the strength 
of the relationship is statisticc-lly significant. Per this pTxrpose the 


simple correlation coefficient, along with a test of statistical 
significance, seems to be quite adequate. Accordingly we have tested 
for the relationships in question using this measure and used the 
Z - transformation of the correlation coefficient, Z = ^ log (l 


to test for statistical significance where r is the correlation coefficient 
and the expression sf n-J (Z-O) approximately follows the standard normal 
distribution, n being tho ntmiber of observations* 


Hie index of poverty used in the analysis is the proportion of 
population falling below the estimated poverty line corresponding to a 
daily intake of 2435 calories per capita for each state in each year. 

A detailed note on the construction of povoirty lines is given in tho 
appen'iix. It is siifficiont to point’ out; horo that a poverty lino is 
important to our analysis only ' in sofas?' as gives us a bcnchm-’’rk at 
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which to observe whethcx the popirLation is shiftins upwards or dovmwards 
on the consumption scale. As such the choice of one or another poveriy 
line is not really cracial to our analysis, tinless of course the direction 
of chanjo itself turns out to be sensitive to the choice of a poverty 
line. Sensitivity tests applied in the earlier exorcises on Bihar and 
Punjab - Haryana using multiple ^joverty linos showed that vdiile the 
actual values cf the respense elasticities did vary, the sign cf the 
relationship between poverty incidence and the independent variables 
remained unchanged, and the statistical significance of estimated 
coefficients wore similar, .across different poverty lines. Oliesc tests 


have not been repeated in tiiis exercise 


The Effect cf AnTicultuxal Pr:iduction. 


Our cjarlior reasoning bii'tho. fa4stoz^ tanderlymg the incideiioo of 



s that unless there are sufficiently strong 


offsetting forces e,t work an increase in agricultural production would 


e real incones of both poor cultivating households as 


tend to incr- 


rural labour households.. We may chorefore expect an overall 


.ecline in the incidence of rural poverty with a rise in agricultural 


irodaction per capit; 


between these two variables for each of fifteen states 


Coefficient of Correlation between Incidence of 
Rural Poverty and Per Cauita Foodgr.ain Produ'ctii 


Hegative Correlation 


Positive Correlation 


0 , 624 ^*^ 

0.815** 

0 . 71 ^ 

0.609** 

0 . 528 * 

0 , 596 * 

0.537 

0.557 

0.1=75 

0.052 


Uttar Pradesh 
Tamil Nadu 
Bihar 

Punj.ab & Haryana 
Vest Bengal 
Karmtaka 
Jammu & Kashmir 
Orissa 

Madhya Pradesh 
Kerala 


Gujarat 
Andhra Pradesh 


Rajasthan 

Maharashtra 


Note: The asteriks indicate statistical significance at (***) 
5 ^ (■**) and 1C94 (*) levels respectively. 

In six out of the fifteen states there is a statistically 
significant negative correlation between ■poverty incidence and 

afirloultaral produotion .(pir' laoOaHita production Uoluc tho 





proxy triable) « la Uttar Prexlesbi Tamilnadu, Bihar and Punjab 

Haryana tho correlation is quite hi^ (significant at 1% or 5?^ levels) 
while in West Bengal and Karnataka the correlation is moderate 
(significant at 10^ level). In another four states, i.e,, Jammu & 
Kashmir, Orissa, Madhya Pradesh & Kerala the sign of the correlation 
coefficient is negative hut it is not stastietioally significant. As 
against this we have five sta,tes where the sign of the correlation 
coefficient is positive, i.e., Gujarat, Andhra Pradesh, Assam, Eajasthan, 
Maharashtra, How^ever the coefficient is not statistically significant 
in a single one of these cases. 

This statistical pictxrro is consistent with the hypothesis that 
increasing agricultural production tends to reduce the incidence of 
rural poverty. At any rate there is no evidence that it increases 
the incidence of rural poverty. At the same time our maintained 
hypothesis is only tentative', since the data does not allow us to test 
coteris uarihus propositions which require controlling for the other 
factors at work. Moreover it must bo noted that in as many as nine out 
of the fifteen states there is no statistically significant correlation 
between the two variables. This suggests that the production performance 
of agricult’ure is not a decisive factor underlying the incidence of 
iniral poverty thou^ improved performance does help to ameliorate poverty 
Biis view is consistent with ota? earlier mere detailed analysis of the , 
Bihar and l^injab — Ha£ 5 ''aiia regions . '^962a and 1982b). It is 

also consistent with the remits deicilybd by Ahlnwilia (1978) using ■ , 




a somav^hat different set of data 


same 


taken it differss from the views of Griffin and Gh. 


ionotxmos 


lociation between year to /ear 


v.'hich b. 


variations in poverty incidence and agricultural production are not 
appropriate to capture the adverse effects of Green Revolution type 
agricultxxral growth on the rural poor since by their very nature these 
effects only work thonsc-lvcs out over the long run. If true this should 


show up as a distinct trend increase in irural poverty atloast in a large 
number of states since these adverse affects of growth would bo reinforced 


by other known adverse long term processes such as the steady decline 


man ratios 


Table 2 


Coefficient of Correlation between Incidence 
of Rural Poverty and Time 


Negative Correlation 


Tamilnadu 
Punjab & Haryana 
Karnataka 
Uttar Pradesh 
West Bengal 
Andhra Pradesh , 
Gujarat 

Jammu & Kashmir 
Maharashti*a 
Kerala 
Bihar 


Assam 0.795*** 

Rajasthan 0.432 

Orissa 0«528 

Madhya PradGshu.257 


Note • The astcriks indicato statistical significance 
1(^ (^) levels rasp»tiT«2j* ^ V, ■ : ' , 





Table 2 stiows the state wise coefficients of correlation between 
incidence of xnral poverty ajicl the time variable* Barring the 
exceptional cases cf Asscxi with high positive correlation, Punjab - 
Haryana with high negative correlation and Tanilnadxi with nodeBC^te, 
negative corr'^lation, wo see no statistically significant correlation 
between rural poverty incidence and time. Regression enthusiasts can 
easily verify for themselves using the same data set that except in 
these three cases the time coefficient is statistically insignificant. 

Tn ether words c-xcept in the three cases cited there has neither 
been a trend increase or trend decrease in poverty incidence. These 
statistics could be interpreted to mean that agricultural growth is 
simply irrelevant to the incidence of poverty. Alternatively it could 
also be interpreted to mean that agricultural growth has helped offset 
the adverse effects of some long tem i)rocosses which are krown to be 
at work. This view would bo consistent with our interpretation of table 
1, It would be further reiterated if the NSS survey for 1977-78f which 
is yet to be released to the public, were to show that there has been a 
sharp decline in poverty in 1977-78 compared to the early seventies in 
a number of states. 

The Effect of Agricultural Prices 

The coefficient of correlation between the incidonco of rural povorly 
and agricultural prices (the proxy variable used being foedgrain prices) 
is presented here in table 3» We find a positive correlation between 
poverty incidence and agrioultural| 'price in oi^t out cf the fifteen , 
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Oneffioient of Corr <^lation "between 
IncidencG of B.-aral pQVQg'ty 


Food^rain Prices 


Negative 


ODaxiil Nadu 
Punjab & Haiycuna 
Karnataka ■ 
Andhra Pradesh 
Gujarat 
Maharashtra 


0.957*^ 

0.461 

0.416 

0.397 

0.329 

0.30ti 

0.110 

0.069 


Assam 
Rajasthan 
Uttar Pradesh 
Jacmu & Kashmir 


statistical significance v , ' ' 

ifhe coefficient for Tamilnadu is 
it is higher than Punjab & Haryana, because 
observations for Tamilnadu. 

—4. ^-P Pi-r+.npin states, which between them 


Note 


Tn other words in 


agricultural prices seen to tv 
of rural poverty. Once again 


o-or 
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detailed analysis of Biiiar and Punjab-Haryana which showed that the 
obser^red price-poverty relationship was quite weak. Ihe important 
question is how do we interpret these results ? 

For one thing we see that there is no evidence at the state level, 
barring Assam, to support the view that an increase in agricultural 
prices has a general universe influence on the incidence of rural poverty. 
At the same time it is difficult to believe that agricultural prices 
leave the rural poor unaffected. In terns of the a prior i reasoning 
presented earlier it vrould appear that a rise or fall in agricultural 
prices has opposite effects on the two major strata of the rural poor 
which tend to offset each other thus leaving a minimal net effect on the 
overall incidence of rural poverty. In the case of agxdcultural labourers 
the kind component of wages only partially protects then from rising 
foodgrain prices. To the extent that they buy grain from the market 
rising prices do erode their incomes and increase the incidence of 
poverty in tbie strata. On the other hand a large portion of the rural 
poor is made up of cultivating households who may bo selling grain and 
also buying it at different points of the agricultural cycle or they may 
sell other crops and buy grain. The effect of rising agricultural 
prices on their real income depends therefore on whether they are net 
buyers or net sellers. The fact that the adverse effect of rising 
prices on wage-dependent households does not show up as an increase in 
the incidence of rural poverty su gests that in general these poor 
cultivating households are net .sellers' who enjoy real income gains which 
tend to offset the ^real income; loss'. ' suffered by labour households when 
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Goncludlrii!? Remarks 


agricTiltural production and prices on the incidence of rural poverty 


in the states may now be briefly summarised as follows 


i) Neither agricultural production nor agricultural prices seem to 
have a strong or decisive effect on the incidence of rural poverty. 
Other factors which have not been taken up hero, but were examined in 


detail in an earlier study of the Bihar & Punjab-Haiyana regions, 


as land distribution, wage rates and employment would appear to be 


important 


Agricultural production is not significantly positively correlated 


with 


iii) A statistically significant trend increase in rural poverty is 


noted only in Assam as against a significant trend decrease in rural 


poverty in Punjab-Haryana and also possibly Tamilnadu. It could bo 


argued that the absence of a trend increase in poverty in all other 


states, inspite of certain known adverse processes at work such as a 


declining lands man ratio, is attributable to the positive effects of 


agricultural growth, 


iv) There is no evidence, once again except in the case of Assam, of 
any significant i)Ositive correlation between rising agricultural prices 
and increased incidence of rural ,ik>'^G3r|!y. ' , ; 
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v) Since wage dependent rural labour households are clearly adversely 
effected by a rise in foodgrain prices, (iv) suggests that the real 
income loss of this strata tends to be offset by real income gains of 
the other major segment of the rural poor, i.c., cultivating households 
.■/ho are therefore generally likely to be net sellers rather than net 
biiyers of agricultural commodities. 
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Appendix* The Construction of Pover 
Tndivid-ual States s 19.65-‘^‘ 


ciated with the measurement of poverty lines and 
dealt with brieflj’’ as they have been discussed 


attempt to estimate a poverty line me rrafiiims _ 

Rs. 20,00 per capita per month at I96O-6I prices as the minimm no™ of 
required expenditure for all India, including rural and urban areas 
(Planning Commission I962). Allowing for rural-urban price differentials 
corresponding to this norm, Bardhan (1974) adopted the all India rural 
norm of Rs, 15 per head per capita at I96O-6I prices. The same line v/as 
also adopted by Bandelcar and Bath (l97l) as meeting a ilrjinum calorie 
intake requirement of 2250 calories per head per d;^. More recently the 
same norm has been adopted by ifolutyalia (l978) said Kayyar (1977) who 
made adjustments for inter-state price differentials in order to apply 


the norm to Biha: 


the difficulty with an all India norm is not only mar 
he account of inter-state price variations but also th 
-iations across states in food habits and consumption 
Accordingly in some exercises pertaining to individual 
, rp^.nikar 1972), Punjab (Eajaraman 1977)» ©'tc* 

iDGcifio least cost diet 


the procedure adopted was to find a stu,t 
subiect to a set of rD.iniiiiixni nutrition co. 


rant 


built into the model i 


judgement g- 





taste-preference constraiJits such that it is not very clear what the 
solution actually represents. 


■The preferred procedure, therefore, is to examine consumer 
exoenditure patterns state-wise to identify separately for each state 
which consumer expenditure level satisfies a given nutritional intake 
norm. This is possible using the NSS 26th roimd consumer expenditure 
survey for 1971-72 which gives state-wise data on the daily calorie and 
protein intake per consumer unit in each per capita expenditure class 
separately for rural and urban areas. In the present exercise we have 
followed this procedure, adopting as the intake norm 2435 calories per 
head per day. This is the norm recently recommended by the Nutrition 
Experts group set up by the Planning Commission (Planning Commission 
1979)» exact minimum expenditure level was computed by linear 

interpolation between the average per capita expenditxrre of the two 
classes with average per capita calorie intakes just above and below the 

specified norm# 


Sources I (i) The National Sample Survey, 26th rorrd, July 1971 - 1972 

(ii) igricultural Labourers Consumer Price Index from various issue^Agric-oltural Prices in India 



for different proportions of the consumption basket at different levels 
of consumer expenditure, have changed at different rates. However it 
will be evident that the problem arises mainly in the context of measuring 
changes in inequality of consumption e2!pendit->jxe over time. Uie ACPI 
is probably not a bad deflator for computing the current money value in 
different years of a fixed basket of ’poverty line’ consumption. 

The time series of poverty line consumption expenditure constructed 
for each state was then applied to the NSS state-wise rural tables of 
household distribution by consumer expenditure classes in order to 
estimate the percentage of rural population below the poverty line for 
all years in the period 1 963-64 to 1973-74. Eie precise percentages were 
computed by linear interpolation within the expenditure class enclosing 
the poverty line on the assumption of even distribution of the popxaation 
vathin the expenditure class, Ihe proportions so computed were taken as 
measures of the incidence of rural poverty over time for correlating 
variations in poverty incidence with variations in per capita foodgrain 
production and foodgrain prices in each state. 

One difficulty with this ’head count’ measure of povcrly incidence 
is that it counts the proportion of population below a poverty line 
without taking any account of the distribution of that populatictn below 
poverty line expenditure. Sen's Index (Sen 1975) does take account 
of this aspect and has been used by Bhatty (1974)» Ahluwalia (l978) 
and others in India. However it is an extremely complex index, not 
easily amenable to intuitive interpretation, especially when apjjliod 
to grou'Dod c3ata» A loss elegant but intuitively more appealing approach 



is to employ the conventional head count method hut use multiple poverty 
lines to see whether the over time pattern is sensitive to the choice 
of a particular poverty line. 

“Ihe use of multiple poverty lines also takes care of a second 
problem, namely, the specification of an appropriate minimum calorie 
intake norm. Eie current debate on this question among statistic iec^s 
and nutrition experts in India suggests tliat the problem is almost 
intractable because there appear to be variations in calorie requirements 
not only between different persons but also for the same person on 
different days, and this is quite apart from the effect of variations 
in the nature of work or the environment.. Ihc problem can be circumvented 
by adopting multiple poverty lines, corresponding to different calorie 
intake noims, and checking to see whether the patterns of poverty 
incidence are sensitive to the choice of a particular line. 

In the present exercise such sensitivity tests have not been applied. 
However in an earlier exercise dealing with Biiiar and Punjab (including 
Haryana), in some sense polar cases with regard to agriciiltural performance, 
the sensitivity tests using multiple poverty lines were applied (Mundle 
1982a and 1982b), It turned out that the numerical value of the response 
elasticities of poverty incidence with respect to agricultural production 
and prices were different at different poverty lines. However the 
broad qualitative relationsiiip between these variables, or the lovck 
of it, was invariant with respect to the choice of a particiilat poverty 
line, . ... 



two decades, according to the 1981 Census 


Cultivators plus agricultural labourers equals agricultural 
workers. 

Census of India 1981, 2, India, Paper 3 of 1981. 

Provi sional Population Totals , workers and Non - Workers . 


Grwth, Emplo^/ment , and Wages in Agri culture 


bv 

Sheela Ehalla 

Introductio n 

The emphasis in this paper, as in the title, is on 
emplowient, and more specifically, on the changes in the share 
of agricultural workers in the Indian v/orkforce from 1961 to 
1981. It will be argued that, on the employment front, the most 
exciting thing that has happened in India in the past 50 years, 
is the 3.9 percent fall in the share of male agricultural 
workers^ in total male workers, recorded by the 1981 Census. 
Table 1 gives a bird's eve vievr of the shifts over the past 



Male Cnltivators , Agricultural Labourers.^ 
cultural Workers in All Male Workers : 
India - 196 1 , 197.1 / .iPBj,/ 




Male Cultivators 


Change 


Series-1 Indie Paper 3 o£ 1981, 
I totals, Worl-e rs and non- 


not look like. 


oercentaae terms, but in xnnia x-l 

neople- reuqhlv 6,800,000 male workers. More imno 
the sake of the people who remain in agriculture, 
economy as a whole, this shift, which at long last 
/.r. /.-F fhe nrend in the conloyment structure 


imolica tions 


into the details, it may be well to have 
»ng term output anf implovmcnt structure 
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In India, from fhr 1950' s onwards, the share of aqricultute 
in national outout fell consistently, and the shares of manufa- 
turinq and ser’^ices rose, (see ta’dle 3). However, the emplo'-ment 
structure response loqqed for behind— abOTOt 25 ■''ears behind, 
it now aonears. Instead of falling, the share of agriculture 
in the workforce actually incrc'ascd between 1961 and 1971. Thus 
there was retrogression in the Indian occupational structure, 
at least UP until somewhere in the niid-70' s . But if 'the figures 
Sind 2 arf' to be believed, then Indian finally 
turned the corner some time during the 1970' s. 

At this o'-^int, it may be noted that what is surprising 
about the trend in the work force structure is not that it was 
contrary to that of outout for so many •''■cers , but rather ■that 
it is now, apparently, moving in the same direction, after a 
final, (one hopes), kick in the opposite direction during the 
decade ending 1971. Bata published annual Iv^ for large 
members of low and middle income countries indicates two things: 
first, that normally the occupational shift out of agriculture 
follows the imorovement in output structure with a considerable 


At one stage, the Planning Commission apparently ex^nected 
the two to move toqe-ther. (see second f i ■'f- year Plan; 

For a more r< cent version, see V.K.R.V.Rao, Changing 
Structure of ■the Indian Economy". EPW 15 Dec 1979. 

see: T'lorld Deve lo^oment Retiorts of the World Bank. 'piese 
includ"e~7H apoendix giving data on sector-1 shares in 
oi’t^oiit, and in employment -For each countrs', ranked by 
pf:r ca-^ita income. 
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tirae log, and second^, that typica -ly the vmr'k force structure 
begins to change at condiderabl''’- higher per capita income levels 
than these so far nchievtdin India. In short what needs to 
be cxplamned in Ipdia' is the recent prop-^ rtionate shift out 
of agriculture, and not the earlier accumalation of workers in 
this, the traditional ' ultimate dump' for surplus labour in 
the Indian economy. 

Although this goes for bo/ond the scope of the analysis 
undertaken in this paper, one can speculate that, like the 
high rate of savings observed during the 1970' s, despite tow 
capita incomes, the occupational shift may be in part, the 


end product of unequal incomr distribnti' n. Ihe income elasti — 

citv of demand for manufactured goods and for scrorices is 
for people in the middle income and highest 
highest income groups respect! vel-^’-. Given a significant subset 

of the popuiiation moving upwards within these t^ro income 
categories. The derived demand for labour in secondary and 
tertiarg^' sector occupatinns, may ha ’^''0 risen considerably during 
the 1970' s, even though the vast majffiriity of the population 
continued to eH? out an existence at or below the poverty line. 
In rural areas specifically the distribution of the i^ains from 
the nevT' technology may bt; operating to produce suck effects, 
and in the same regions, a fall in the elasticity C’f agricultu- 
ral output may be associated with the increasing use of modem 

1. For an outline of the links bett«rcon the pace of shifts 

in sectoral output sharf's, and per capita income levels, 

S' e Nichodas Kaldr)r, dtr^^rgii^ Fa.c.tg. rs. jji gccngmi c 
Development. Sornell Universit'^ Press 1967- 
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inputs in the tochnoloq’" packnqe. 

However, such speculations about factors which may be behind 
the shifts recorded by the 1981 Census are loqically premature. 

The first thing to be established is, can the Census results be 
relied upon? Can worker rateJ’ be compared overtime, and firm 
concl\ 3 sions be derived about occupational shifts? If the shifts 
arc real, and not merely the product of changing feensus Goncents 
and methodoloq\^ , as has been argued bv some scholars, hovr does 
the change affect the 'Magnitudes of other commonl'^?' used 
economic indicators, such as man land ratios, and sectoral 
output per worker? Finally, do such shifts, if Indeed thev 
have taken place, constitute a healthy development, or are they 
merely symptomatic of an ovcirall deterioration in the emplov- 
ment situation, in the Distribution of lan^, and in the general 
economic condition of the majority of thepcpulation? 

2 

The sceptics, on various counts, includes J-N.Sinha on 
the the substantive question of the veipr existence of the shifts; 

1 ^ 3 ' ■ 

virtually everybody, inoltiding the Census authorities themselves 

1. "Crude Work Force Participation Rates", "CWR" for short 
in the literature, are; defined as the number of workers 
as a percentage of the total population, irrespective 
of age. 

2. J.N. SINHA " 1981 Census Economic Data- A Note" . 

EPW 6 Feb. 1962 

See: Census of India 197 1 . Serles -l India miscellaneous, 
studies . Paper J. oj; 1974 . Report on Resurvev 013 Economic. 
Questions - some rosiilts. 
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on the inter-censHl comparability 6 f worker rates; and a host 
of dithers'" on what turned, cut, in manv cases, to be relativolv 
more minor coints, at least from the point of view of the 
present enquirv. On the implications of these shifts, assuming 
for the moment that they actually occurred, Amitabh Kundu, among 
others^, presents evidence to suqqest that the migrants out of 
agriculture may not be much better off in their new non-agricu- 
Iturel jobs in urban centres. Many viev; the 1961 to 197 1 shifts 
in particular, as the oure product of 'push' factors, and argue 
that the condition of the majority of those who are left behind 
in agriculture is worsening. Finally, if employment opportuni- 
ties in general are failing to keep up with population growth, 
it is possible that virtually cverarbodv directlv concorned, is 
worse off, regardless of the direction of the prc'portionate 
occupational shifts. 

It is to these, loqicallv prior qu' stions that we now 
turn. Data on agricultural growth, wages, and related variables 
will bo brought into the picture only to give a perspective on 
whatever is in fact happening to the work force. 


1. Among the most informative are: 

i J.Krishnamurty. Changes in th.p Indian Wp,rk.^g..rsja iS 
the recent period mimeo. Paper presented to the 
conferenc on Recent Population Trc?nds in South 
Asia, New Delhi February 1983. _ 

il J.Krishnamurty Unrmplovment in India: jbe Brc^ 
Magnitudes mimeo, paper presented at the Annual 
Conferenceot the Indian Association for the Study of 
Population. New Delhi December 1982^ 
xli Pravia Visaria and Leola Visana "Indian Population 
Scene after 1981 Census: A Perspective" 

EPN SpGci al Number Nov. 1981 
iv iCs.Natarajan and K.K.Unni "Under-Enumeration in 
Indian Census " ISf 28 February 1983 

2, Amitabh Kundu and Moonis Raza, Indian. E . pgnom y: 

Regional Dim ension Spectrum Publishers, New Delhi 1982. 
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Inter - Censal , Inter - MSS Round , and Census-NsS Comparability 

The main purpose of this section is to establish 
v/hether or not comparable data can be assembled for 1961, 
1971, and 1981, from Census documert s, and for 1972-73 and 
1977-78 from the reports of the National Sample Survev 
27th and 32nd Rounds. The broad conclusion is: yes, it can 
be done. Furthermore, the appropriate df ta can be used to 
determine the direction of the changes in the level, and 
sectoral structure of eretplo'''’ment eyertime. 

These conclusions, it should be emphasized, are the 
product of near total reliance on conceptual and numerical 
work done, and ju(^gements* Eormed, by others. The onlv 
conclusions reached on the basis of excereisesdone by the 
present autheor, relate to the comparability^ of the Census 
1971 and the 1971-72 Census Resurvey , sub-sample data. 

In addition, in certain cases where the experts appear to 
disagree on important substantis'e issues^, an attempt is 
made to reconcile their seemingly contending views, on the 
basis of any examination of the conceptual frameworks 
adopted b-'.^ each. 

In the second part of this section, the tabular 
results of the compilation of comparable data from Census 
of India publications are presented and discussed, and their 

1. see for example the apparently conflicting views of 
J.Krlshnamurty (1983) and J.N.Sinha (l9R2), on two 
issues : v/hether or not the rate of growtii of 
employment exceeds the rate of growth of population 
from 1971 to 1981* and (2) whether the shift out of 
agriculture is real, or merely a, by -product of 
conceptual-., chahgesv/ 
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impact on some of the magnitudes in common use in economic 
analysis are considered. (Unfortunately there was not time 
to do a similar excer-':’' se on NSS data) 

Finally the an-oropriateness of alternative measures 
of the work-force, to particular analvtical purpose is 
considered. 

XXX 

The crux of the inter-censal, inter-NSS survey, and 
Census-NSS comparability problems, lies in the distinctions 
made between three conceptual categories : main workers, 
secondary or marginal workers, and non-workers. From Census 
to Census, and from survey to survey. The dividing lines are 
drawn at different points in the contimum which ranges from 
the regular full-time worker to the non-worker who has not 
done even a single day's work in the entire year. In short 
the doubts expressed about the concept! onal comparability 
of Census and NS3 data over time, and Inter se , are prefe- 
ctly well founded. Concepts and methodology have so varied 
in the data collection programmes, undertaken by both these 
organizations, that great care has to excercised in choosing 
suitable magnitudes v/hidi are comnarable, and identifying 
those which are not. 

The test for comparahili tv usuallA^- apnlied bv demogra- 
phers is expressed in terms of "participation rates" or 
"v/orker rates", for short, "Crude -fork Force Participation 
Rates" is the longer term . preferred bv demographers, but thev 


commonlr^ abbreviate this to "O-JR" . The Crude Work Force 
Participation Rate is simply the number of workers as a 
percentaqe of the -.x>oulation, irrespective of age. On the 
criteiion of the consistency of CWR' s, there seems to be 
wide agreement that, for example, the 1961, 1971, and 1981 
Census data can be made conceptually comparable by either 
coiintinq main v/orkers onlv, or by counting both main and 
margi nal v/o rk ers . 

Hov/ever, the regular census document which gi^re figure 
on the bases of the concepts actually applied in the 1961, 
1971 and. 1981 census do not permit the assemble' of time 
series data on .either of these two bases: namely (i) main 
workers only, or (ii) main plus marginal workers. If you 
want comparable data across censuses, you have to resort to 
a document known as the Resurvey on Economic Questions.^ 
There, figures are given vhich translate the 1961 census data 
to the "main workers" bases actually used in the 1971 censiss. 
These comparable 1961 estimates are known as "adiusted 1961" 
figures. Similarly, "adjusted 1971" figures are given whibh 
are conceptually comparable to the original 1961 Census data. 

Aside from the distinction between main and marginal 

workers, which gi^res the greatest trouble, there are other 

relatively minor, but more intractible problems. For 

example, the 1971-72 Census Re survey was not conducted on 

the. same dates as th e original I97i Census, but at what appears 
1. For full title, . see footnote 3 , on page 7. 
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to have been a "busier" season in some states in terms of 
work force participation. The 1981 Census also may have been 
held at a slightly busier season than the 1971 Census in 
some states. Then there is the problem of question sequengg^ 
and the choice of responses offered to respondents^. These 
differences tend to aff' ct the dividing line between marginal 
workers and non-workers, which is commonly ill-defined in 
any case, including the cases of both "adjusted 1971" and 
unadjusted 1961 figures. Finalb there are temporary diffi- 
culties with the 1981 Census at a greater degree of disagg- 
regation. Buried in the published data is a small ^ subset 
of workers, "unspecified" as to occupation. The lack of 
knowledge about the size of this small group, which has been 
merged with "other workers" in the documents published so 
far, raised doubts about the exactness of the reported 
number of agricultural labourers- 

In short, the existence of a set of people whom the 
sislaried urban layman would intentively identify as part-time 
or marginal workers create the biggest -nroblems. One gains 
the impression from some of the literature that there may be 
some hope of an early se-'-tlement of the boundajry question 
as between main workers and marginal workers. At least boirh, 
the census and NSS authorities appear to be narrowing their 
areas of disagrEement. However, in the case of the 






tween marqinal workers and non-workers 
s appear to be no nearer a solution in 


1981 than they were in 1961 


ror Nbb surveys and Censuses from 1961 to 1981, together with 
comments, in schema 1 below. The broad conclusions which 
emerge are. first stick to male main worte rs if you can, and 
male plus female main workers if (for purposes of vour 
analysis) you cannot do without the women, secondlv if you 
feel you . ^^ugt use concepts which include marginal workers, 
have a good look at the divergence of the relevant GiTR' g 
before you proeed. The divergencies in the cvm' s may well 
exceed the likelv magnitudes of the variations, growth rates, 
or changes which it is sought to estimate. If this is the 
case, the proposed anal''’-sis is tomoedoe^ and sunk even, before 
it has been launched. Finally, compare males onl^r if Census— 
NSS comparisons are inviived , and don't use NS8 3 2nd Round 
figures without adjusting for tiie iow population estimate. 


Reference has been made to the "busy season effect", 
in relation to "adlusted 1961 and 1971 figures derived from 
the 1971-72 Census sample Re survey . The problems arises 
because the original 1971 census was conducted between 10 
March and 1 April 1971. The. ResUrvev was undertaken over 


3 1 JuIa^ 1982, depending on 'the state. The results of the 


IhMS £gasQ.l ./ iafcer-^S/ CensU3 -N§g Comparability'- , and Ad iu^tmentc. 





: 




O c: C r-; 

q., 4J Q |r 

C f'O 0-P u c 

::3 . CO . »H 

-r-, m Z 
-H T?'’ GJl>i ^ 
fi) Mci; (i; fc 

+)' ^ 

CJ CD -H o W 

Cr M-; CO :r 

(0 nd = H 
U Q in rH p. 

(D E ^ CO VO 

x: o ^ 0 ) c 

X V XU -H 

*H ^ P fU 

w ocn CD £ 

>U X 

** fd M^! 4J rH 


«<* THlrHI 0 CT\ 

^ rdvo 4 -) ^ 
UD EON 
Cr^ rj3‘ ^ 
^ CD Q)X 
XO X.H 
iUXx ^ 
‘O -p p 
i X CD 
CO -P CL) nc CO 
^‘r-^X cc CD 
& ^ fd = ^ 
^ 4J V 

P CO CO 

O (D PI 0 CD 
12: i.-o}p P 

^ p 0 

H D^*'. Cn p. 


P <0 Uj. U 
0 p CD 
:5 inx-- X 
p P CX) P 

CO = or- o 

P ^ ^ ^ 

4D r- 
fd p C 
rP cC 4^ OS "H 
CO £ ^ t-1 rt 

> B 

r-{ CO*H CO 

(C X If) m 
PT5 P 
CO p rd -P 
PrH C 0 
= 0 >i-H -P 


CD CD X -H 

VX^\ U X 

c p o a 

O 0 0} fC? * 

V^U 4D 

CD >; a a 
= CX X-H o 
P *H P ‘H ft) U 

CD o > E C 

^ E -H r o 

P 4D o 

o CO rH o 
^ O (0 (0 CO ^ 

- **0 P cn p 

P -H C ^ 0 

P-H A:i 

UD O P (0^ t p 

p cd ECl o 

r-d Q Z ^ ^ ^ 


<T) -ri 0 
r- ^ 0iH 
I DC p Cl fd 
U 0-H p 
i>‘H om CO 
cr*^ 0 0 p 
*** 3: co<pr 




P Q) ^ £ 

O > C 
x: o (j 

-H J>n Q 4J 

^ rH ^ 

iH tn rH 

U rc •H (u 

<D -P ^ > 



P 

D'' . 

C 
•H 

.m 

0 - 

P 

if 

0 ; 

"H 

0 

rH 

rH 

CO 

E 

- 15 ^ 

0 

P ■ 


-H 

P 

0 

IM 

t:' 

C 0 

0 

0 

m 

rH 


E 

0 0 

G 

.H 


G 

-H 

fd 

p rH 

•H 

4 J 

H 

0 0 :’ 

0 

0 TO 

.»id 

C -P 

rH l> 

P 

0 0 


E G 

0 

U TO 

a 

•H ** 

0 

0 

0 Td 

rH| 

(V 

0 


M 

DC 

«. rH 

0 

G 

1 — j| 

cv 

0 

O 


i — {I 
rHl 

n:I 
^ I 

c' 

Ci 

o 

col 

,H 

Si 


■ 

’Tj O 

a. >1 

fd 

IW 
C H 

*rl 

Oj 

E • 

G) 

U CO 
Q O 
H ® 
-P O Gj 
0 V 
tJ. c 
o p a; 

4 J c; M 

> (D 
^ M-i 
:r: a q-4 
rH P *H 
Q fd OD 

P CO ■ 

O D:? u 
>-.& 'PJ 
O E 
■M»i ■ 

“•H (j> O 


-p ^ TO G) 
*H 0) TO 
-p 
(0 

C p 0) ^ 


(V 
E 

fij -H (D 

od -p o ^ 

p < > 

= 4 J < CO 
•. p p ■ 

m rH 

m . P, 

5' TO % CO 
O TO CO (D CO 
^ P P O 
CO 0) p rH 
p O 4 J D fd 
2 x: -P *H E 

a 4 J OJ CH-w. 

E 

CO CO 
P D C 
> CO O 
Q c CO 
p ( 1 ) p 
P^O G) 

^ 4 i ^ P 
G) P -H G) ® 

^ > P C 

P ^ CO o C rH 

0 p >Q ■ 

*• iH M fO fd -H 


0 ) 

U p 
o 

tH 

o CD 

a\ CO 
0 


% o 

P CO 
O p rH 

0) iH 

fd 

CO P 

g o c 

S' 

o 

rH CQ 

C! ro -H 
(1) C 
d' -H m 
& Di d 
-P iuj 4-> 

Qj rv (V 
-PEE 

"H 

CO CO 
G) d CO 

a rH a 
c 0 . 

CD TO 
P C TO 
o.hS 
cp ft? 

H-i E TJ 
“H n * 
‘T) fd fd -P 

a 

CO 0 } 


O CD 
4 -> -P P 


•• 

P P 
P 0 

0 

G 

G) 

G P CO 
tr* P 0 0 

*H 

«• 

0 

P 

G G 
G P 

0 

G 

0 

^ E 

rH 


•H 0 'd 0 

0 

0 

G 

G 

rH 

G 


0 

x: pp G. 

G 

G 

> 

CM 

0 

rH 

0 P 

E 

u 

0 

0 

rH 


G ■ 

E 

0 

P - 

G 

G 

0 G GrH 

C 

0 

P G d 

G 

£ 

0 G 

P 

£ 

p-HrH r-i 

G 

: £ 

G 

G G 

P 

P 

P 0 
P 0 

P 

P 

0 0 0 0 
PEE 

v\ 

P 

r^ 12 C 

c X n 

P 

0 

*0 -a 

0 

P 

G G G P 

• 

0 

o 

G P 

0 

P 

! 5 "d 

pH 

0 

U P P 0 

CN] 

PhI 

S ,Q ro 

IH 



0 






0 

f G C 








G 






G 

G^d 


0 

rH 


CO 

■p 

p 

0 

0 




P 

0 G 


G 


0 


G 

•rl 

0 

G 

p 




0 



P 


G 

0 ^ 

isa 

G 0 

H 

p 

0 

G 




p tHcy^ 


rd 


- 1-1 

TO 

F 0 

•H 

0 

G 




0 TO = 


P 

r ' 


£«. *w 

•rH 

rG. 


G 

G 

c 

' 0 



CFN 


0 

P 

P 


G 'iK, 

0 

,rH 

U d 

0 * P 


rH 

tHTO 0 

G 

0 

n 

•p~{ 

P 

0 






0 

TO p 


P 


r p 

F -rH 

0 ! 

G 

i — 1 

% 



G^^-iS 0 

0 

P 

r 



p 

0 I> 

P P 

p 


0 

C 


■' ■■ 'P 

n 


G 

^ fT^ 

i 

G a\ 

P-H 

c 

« V 

G P C G 


0 

w 

0 

H 

PA 

0 

u 

TO 

£:, ■ ■ rH 

p 

G 

G 

G 

G 

U IS M 
(D CD 

0 ,^ X 
K 0 P 

d 

G 

P. 4 J V 
CD 

U 0 ) 


G 

d 

G 

v> 

•H 

gT ro o* 

C ^ CO 

CD -U CH -H 

TO 



G 



C 


Old c 


G 

> 

o 

P 

•H 

S 

c 

D:: 

0 - 

G 

= 

0 d 
p 0 

s 


u w 

CO c 


r? 

-H 

P 

rH 

G 

0 

o*x 

G P 

1 


0 


G 


0 


: C CD 



O TO 

G 

P C 

0 


c 

G 

-P 


d 

M CD > 


d 

0 cr\ 

0 

0 *> 

p 

0 rX 

p 

G 

0 

c 

cua: 

ST ■■' 

G 


rH 

O 

»> 

G 

0 

CM 

u 

5 H p 
CH 

P 

0 

CM 

TO 

AC C d) 

Pop 

ce 

CM 

TO 

: 


0 P 

P 0 

G 

TO 

r 

S’ 


E 

s 


0 C 

-H 


0 P 

0 

' .\-/- 

G 

P 


0 

G P 

TO 

S Tl 

0 

TO d 

a P 

G d P 

u 

TO 

G 

HH 

£■ 


TO 

G Gx: 

TO 

G 

G 

G 

P n f!) 


■■: jrfPl .'I 


•H 

0 

TO 

•H rH 

C 0 

a 

C-H CD 

•H ro p 

0 

:s 

0 

O 

ox : 3 -hx 

C P #H P P 

« 

41 

0 

£ TO -H 

G 

• 

(OE S-i 

CM 

« 

G 

0 

n 

0 m n 

u 

rH 

s • 

“ 1 

2 : 

E 


CM 

E= p.i 

= 

TO 

0 

0 



0 

P fp 

0 -H a 

- I 0 CO -H 0 
P C ^ ■ 

& & P 

p n , o c 

^ , CO TO c 

-H cr\ 0 ^ rp (/} p-yY. 

fd CO rd -PC 

w cc qd c 0 >oo 

Pa:-p+> d rHis 
C O B H (c -H ffl 

AT.ro CQ I 4 J >, 53 rA d-h 
■*■> p o pii 
•HrHt 0 C 0 £rHtn>, m 
C d-H a,.rtrH £k 

Cr (D 'rH £ rH f!) 
^ rH 0 -P 0 -P^r-^^ 

P ‘H CO G rH P TO P. 

S “ S H O', S; 

4 J _ 

C 4 ^ p u CO 

!|Sd§§d 

+>CO O m Ov 
_ O' ■'^ Ci. 

^ . P- .T d 4 ) 

d) C^'- B d) ^_C C) 

d)i CD U 

c 4 J rH *• 0 P 0 D 

,>, 0 0 cop Qh 

rH P 0 0 p -H to 
P rH -H P fO x: -H 
- > 0 -H P G O > 

Pn-HCQrl-HO 
■P P C ^ > A) K 
fc p' CT' c -H ro p 
(D d) x; ' 4-1 r 4 O 
wi Qi u a; o M 


p ro 0 ) Ti 

P & -iC o 

-P S: n 4-1 5 


Com-pl 1 ca tl on ; As in 


-16- 


Re survey/ subsanple 1, which used the same eoncepts and 
procedures as in the original 1971 Census, are given in table 
4 £qr 15 states, together with the period of the resurveys, 
and the differences in the Crude Warrker Rates which emerged. 

In principle, in each state, the two CWR' s should be identical 
but for the "busy season effect", and sampling errors. 

The conclusions about the 1971 census and 1971-72 
Resurvey sample S^, are summarized below in point form. 

1. For total males there is no evidence of a busy season 
effect. In 7 entcof 15 states the resurvey sample figures are 
higher, but in 8 out of 15 cases they aire lower. The positive 
and negative differences are in all cases veio^ small. 

2. For females, in 12 out of the 15 states listed the 
resurvey sample figures are higher. Only in Haryana, U.P., 
and West Bengal are they lower. In the 12 states where the 
CWR' s for females are high€->r, the positive difference is coim- 
only, substantial. In the three 'negative difference states, 
the differences are very small, and furthermore they relate 

to states where the CiTR' s for females are in any case much 
below the CWR' s for the ' typical ’ state. Moreover, in at 
least two of these states (Haryana and U.P. ), tljere is reason 
to think that the 1971-72 resurvey was done at a less busy 
season than was the original 1971 Census. 

3. In 6 of the 7 states for which the male resurvey figures 
are higher than the 1971 census, the female CWR' s are also hi^er 



..Qiiyco o-ii v-*»n.,i^eiisus IV / j. t:o Kesurvev 1971-72 Sub-sampl’e 
iales and Females, Total, R»iral, and Urban, with Period o 
Lesurvev, by State. 
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Significantl’^ these two are Haryana and U.P*, where the 
resurvey covered a slack period, rather than a busy season. 

In the six othc r cSises where male CWR' s in the resurvey are 
marginally lower, female CWR' s rise. 

4. It can be condluded that there is evidence of a strong 

'busy season' effect on female CWR' s in the r^ survey, and 
virtually no impact on male rates. For males, therefore, it 
does not matter which set of figures is used,, Howeveot, for 
females, it can be assumed that re survey CWR' s, and the 
estimates of female mai n workers based upon them, will be 
biassed upwards by the busy season effect in 12 out of 15 states, 
and possibly biassed downwards in two states. 


5. Given the Census prc.-’cedure used to generate "adjusted" 
1961 and 1971 magnitudes, ( 1961 adjusted so as to be conceptu~ 
ally comparable to 1971 census figures, or 1971 adjusted so 
as to be comparable to the 1961 census figures), the results' 
wfell be, for malesi that there is no significant advantage in 
adopting ' ad jus test' figure's. For females, the adjusted 
figures for 1961 which should be lower than the original ones, 
may even turn out to be higher instead, because of the 
'busy season' effect, while the adjusted 1971 magnitudes, 
which should be larger than the original 1971 figures, may 
be smaller instead. 

The figures in table 5, however, indicate that the 
entire excercise vras worthdoing, not with standing the upward 
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Ta&le s5 


1. Andhra Pr<‘‘des|r 62. 22 62.34 

2. Bihar 65.60 56.94 

3. Gujarat 53.47 53.34 

4. Haryana 52. 17 51.54 

5* Hlmar!halPradesh59, 3 2 56.91 


10. Orissa 

11. Punjab 

12. Rajasthan 

13 . Tamil Nadu 

14. Uttar Pradesh 
J5 , W. Bengal 


INDIA 
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is foiand is that, for females, des-pite the busv 
season effect , the adjusted 1961 C W s are below the l96l 
Census figures in all but two states, as they should be, 
given the change in concepts used between 1981 and 19^71, 
had the busy season effect not been at work, the adjusted 
female participation rates in 1961 would have been even lower. 
This leads to two conclusions. First, the changes in the 
definition of workers between the 1961 and t971 Cansuses made 
a substantial difference to the number of females reporting 
themselves as workers. This difference is even greater than 
the one suggested by the "revised 1961" figures. Secondly, 
not withstanding the 'busy season effect', the "adjusted 1961" 
figures are much to be profeo'-ed to the original 1961 Census 
figures, if analysis based on the 1971 and 1981 concepts is 
to be done. 

For males, in most states, very fev/ people wore a-^fectod 
by -til e change in concepts of worker status. The 'busy season 
effect' v/as also negligible. However, the change in concepts 
does seem to have made a perceptible difference in at least 
one state-Uttar Pradesh, For ..males, on balance, the 
'adjusted 1961' figures may be preferred, despite the rise 


in eWR* s in 5 states. 


I'- view of all that has been said, the tables which follow 
have been compilled on a main vrorkers hoses- The data is conce- 
ptually comparable, as "adjuste’"! 1961" fiqures have been used. 

In tables 6a, 6b, and 6c, conceptually comparable Census data on 
worker rates is prcs'ented far main wo ^kers-persons, males, and 
females, respectively^ . Table 7 gives comparable data for 
intc-r-c''nsal changes! in the occupational structure of the work- 
force. 

Aside from formal conceptual comparability however, other 

issues a-^^fecting comparability have been raised. The most impor- 

thnt ones from the point of view of the analysis of inter-censal 

trends relate to under-enumeration, and to the "busy season effect" 
-censal differences in the extent of inter- 
The inter Enumeration are too small to affect conclusions about 

the direction of changes in relation to workers. The under-counts 

of total population in 1961, 1971, and 1981 respectively, arei 

0. 7percent, 1.7 percent, and 1.8 percent^. That is, the undercaunt 
in for example, the 1981 Census, is 0.1 percent more than it was 

in 1971, Most of this under count relates to little children. 

Thus in the CWR tables, it affects total population which is the 
demominator in the CWR calculation, but his very little impact 
on the numerator, which is 'workers' ■ The only significant 
source of trouble in comparing the figure^ overtime arises from 
from the busy season effect on female x^rorkers. The 1961 CWR' s 

1. On under-enumeration see: K;;'3,Natarajan and K.K.Unni. 
"Ilnder-eynumeration in Indian, Censuses " TPW 26 Feb 1983. In 
J-N.sinha ( 1982) op cit , the al.legation that in 1981, 
under reporting could alter conclusions was based on an 
analysis of long-term trends, in the, work force, and 
comparison with WSS data,, and not on the census estimates 
of under-enumeration, which beceme available later. 
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For an assesrnent of the impact of the 
•■^t the state level, refer to table 'i* 

J-N^ oiiiha (l'-'302) o p clt . , 

J-Kx'i shnamurty \ 1983 ) op ci t. - 


for females are too high in relation to those for 1971 and 1981 - 
about points too high at the all India level This factor will 
be tahen into account in interpretinq the data. 

XXX 

2 

On reading J.N.Sinha , the la^/man is likely to conclude that, 

(i) there has been a distinct improvement in India’s employment 

situation, but that (ii) the share of agricultural workers has 

remained the same over the decade ending 1981. If he reads 
3 

J.Kri shnamurty instead he will reach quite contrary’ conclusions/ 
namely, (i) that there is a definite deterioration on the employ- 
ment front, and, (ii) that according to both Census and NSS, the 
share of agricul turalworkcrs has fallen. Faced with these appa- 
rently irreconcilable judgements of the experts, the layman may 
be forgiven if he abandons the attempt to understand what is 
actiaally going on. Yet tiiosc apparently confuting assessments 
can be reconciled quite re:adily. 

Let us begin with the seemingly divf rgent views on exployment. 

J.M.Sinha and J-Xx'i shnamurty arc' both right, each in his 
ovm way, as might be expected from experts. The former includes 
the ladies, and derives his conclusions from total workers 
figures. The latter works vrith ‘males only' data., which is in 
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prlnciple a preferred practi^je, provided that males only data is 
anpropriate to the analytical purpose. A second data base diffe- 
rence between the two scholars is that Sinha' s CWR s arc based 
on combined main and secondary worke-rs, while Krishnamurty adopts 
the main workers only approach. Hoiwever, even if you stick to main 
workers, the Sinha conclusion imerges from the "persons " (males 
plus females) data, and the Krishnamurtv result from males only 
data. see columns 8 and Q In tables 6a and 6b respectively, at 
the all India level. 

For "persons", the all India CWR' s rose over the decade, 
from to 33.4^-. On a main workers bases, therefore, the 

improvement is marginal. T/tien imarginal xirorkers are also taken 
into account, the improvement is significant:- from 33 percent 
in 1971 to 37,5 perc:e:nt in 1981, according to J, N. sinha' s 
calaulations ' . This imnlies that the workforce increas*' d at a 
faster ratC' than th- grov/th of population. However, for main 
workers, malf only, the CWRs fell from 52.61 to 51,23. (In terms 
of male main plus marginal workers, however, there was an 
improvement from 5 2.7 to 53.2) 

This leads to two kinds <gf questions. First, which is the 
better measure of Employment trends? And second, does the fall 
in the male C'JRs (main worte rs Basis), and the rise in the 


corresponding CWR' s for females, necessarily imploy a worsening 
of the job situation for men, and an improvement in the case of 
women? An attempt to answer thexse questions is made below. 




In the case of imployment estimates, what v?g want to know 
surely, is whether the econouiy is oro’^iding jobs at a rate less 
than, equal to, or more than the nonulation growth rate. As lo; 


aione. bince, aurxng tne decade 1971 to 1981, the expansion of 
Jobs opo#rtunities more than keot -oace with the population, rega 
rdlesa of whether or not marginal v/orkers are counted, the Sinha 
conclusion is the"corrc-t" one. Provided that the "iobc! -For- 


persons'* criterion is acc-oted, the Sinha finding is based on a ; ■ 
bf ttcr measure of employme.' ^f hc^rcyer, the focus of analytical 
interest happens to be on ma. .. s, Krishniamurty' s conclusion holds 
for male main workers. Their r. nrtidi patio n rates have been 
declining from 56 percent in I96i, to 57 percent in 1971, and to 
5l pf-rcont in 1981. But if you adn in marginal workers the 


situation is not one of deterioration. The C^'JRs for males, for 
main plus marginal workf rs has improved from 5 2.7 to 53.2. if 
it is acGc-nncd that ‘ marginal ' jobs are worth less than 'main’' 


balance, the conclusion is th 


for men have worsened over time 


For females, the situation has unambiquouslv improved. 

One lithe preferred "main workers" bases, their CWis have improved 


from 12,13 in 1971 to 1.4,4'’ in 1981. The change 
marked for female ‘main plus marginal' workers 


Table 6 a:- Crude Worker Rates# Persons (male plus females). Main Workers only, 

1961, 197 1, . 19 8 1 , ; Ru ral , . W rba n, and Rural plus turban, for 15 State 
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However, the longer term trend from 1961 to 1981 is 
downward, for persons/ for males, nir'’. for females, although the 
decline for females is less marked thian the 1961. CWRs would | 

suggest. (it may be recQolled -that the female 1961 figures | 

includes a significant '''|■•,usy season effect”). Thus, what can | 

hr. :: .’'.eluded brsadlv, is that the r io’''"'f nt situation which | 

vras deteriorating from 196 1 to 19''- : sa;' the recS'nt decade I 

started to improve. This is xirelcomc. nfr.'; n.. 

' I 

A second order question is: docs the fall in male CWRs 
(for main workers), and the rise those for females, necessarily 




imply a worsining in the condition of the former, and an 
improvement in the case of womor. A comparison of the separate 
rural and urban data, for men may help anw-zer this TZjuestion for 
them. More complex factors may need to be taken into account 
in affldition, for females. 

It is obsc-'rved, in the case of males thar. for India as 
a whole, the CWR' s for urban areas are lower than for rural areas. 
This is true for 1961, 1971 a.rd 1981. It is also the case for 
all states exeept Himachal Pr.aflesh, and in 1981 only, also 
Haryana. Thus in general a proportionate rise in urban popula- 
tion should be eigieoted to pull down total male worker 
participation ra.tes, flvsn if Horkei iC tSth Eiral and 

urban centres remained constant. In recent India experience 
however, male CWR' s in fact fell in both rur-.l and urban areas 
spparetely. Nevetthel-oss, t. ■ .«yt of the rural to urban shift 
on total 'cWR' s, is clearly so-nothlng: which needs to be measured 





before deriving firm conclusions on the basis of CWRs for rural 


and urban areas combined. Further, the aae distribution of the 


work force in both areas needs to be taken intx) account. It is 


quite possible that for the age group 15 to 60 in India, that 


in 1981 the male CWRs actually rose. Unfortunately/- the 


I'Then it does become 


of main workers onlv 


amo 


contralst is typica" ly much greater, 
whe-i ■ uiba n female participation ra'te 


popuia 


Howeve r, other things have not remained the same. In both rural 


female CV®' s have risen during the past decade 


■ontinues in future, it will take a very large 
ifts to reduce the total (rural plus urban) 


rural to urban 


the chance of 


the combined result 


Table 7, using "a 


^of workers in agriculture could not be prepared at 
level in time. At the all-India level, however, ft 
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The use of "adjusted 1961" data for males (main workers 
only! generates oniy,.,.slightly different figures from those gjiven 
in tablel based on unadjusted 1961 data. The all India picture 
remains the same- From 1961 to 1971 the share of aqiricultural 
workers rises. From 1971 to 1981 it falls. 

T#iile the fomposition of female agricultural workers 
under goes a sea-change in the first decade, due to the collapse 
in the number of cultivators reported even in absolute terms, 
this is more than compensated for by the rise in the .shar e of 
agricultural labourers, although in terms of absolute numbers, 
there was a sharp decline in female agricultural labourers as 
well^. The combined effect, among female main workers is an 
increase agriculture's share in a set of total female workers 
whose absolute number has fallen, from more than-46 million "tcu 

only 3 1 million. Given the preciortate fall in total female 
main workers, the change in agricultures share is of relatively 
little intrest. In short, for the 1961 to 1971 decade, what 
has to be explained is the shift of females out of the work fore® 
altogether. However, the decline in the share of female agrl- ■ 
cultural workers in themost recent decade, which is combined with 
a rise in female participation rates (see table 6c) is of some 
interest as the number of female cultivators has rises ^ 


i: The of female ^Itlyators (1961 ad.lueted) was 

62, 639,000? in 1971 it was 26,367,000, 

2. Female agricultural labourerst 1961 = 16,470,000 and 
' 197 1, only 10 , 492;, OOO, ■ '1 






tors t ri- cul tu ral Labou re rs/ 
kers in Total Workers/ 19^1 ^ 
for India excluding Assam ar 


Ag ri cul tural Labourers 



much faster than the number of agrr 
Ihe combined Impact of change 

'u.„_ .shifts in the o^cupatior 


culture 


using adjustefl 
rith both those 


and with 


only, are con; 
th^' data in t' 
the letters s 


to the correcrnesjb — 

from serious under-enume 
=iiaaeat that this Is not 


of v;orkers our ox 
.vpr, its impact on 


In short, the proporux^ u- - 
culture Is a real phenomenon 
. ..-tJ -r.+-rmr-o of the stStB Of 


an economy 


lame propo 


would have 


e man 


which is 
3 it could 


Unni 1983 oii_cit 
ns male 

‘n 1961, and 0.6^ 
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have been i£ the o'^cupational structure changes in the recent 

decade had been an the same direction as those of 196 1 to 1971. 
However, to establish whether or not these shifts constitute 
a healthy development, a great deal of further work is clearly 
required. State wise calcuittions of real wagcis in agriculture 
are under>;ay in the hope that this may shift some light on 
the changing condition of the agricultural labourers, whose 
declining share in the workfori^e is a new nhenomenon. It is 
proposed to assemble comparable S.D.P.data by Industry of 
origin, to derive comparable cross section estimates of output 
per worker, among other things. 
















Of even grater interest may be the factors which lie 
behind this shiftp One of them is likely to be the observed 
decline in the elasticity of employment with respect to 
a iricultural output. For male agricultural workers, in ten states: 
prelemenary work suggests that the elasticities are l^^wer in 
the recent d^ cade as compaired to l96l to» 197 1. Ihere is also 
evidence that in the 1970s , unlike the 1961-71 period, there 
is no obvious relationship betv/een agricultural output growth 
and changes in the share of agricultural workers, ^^ile in 
the I960»s, it appears that factors within agriculture, could 
be associated with variations in the share of agricultural 
workers, this may no longer be true. It is anticipated that . 
while some of the explanation for, the rec nt shift out of 
agriculture may be found: within agriculture itself, a large 
part of the reversal of the trend will bo traceable to forces 
outside of agriculture., Ev^n in, states which enjoyed higher 
agricultural growth- rates in,-,:thG ; - ' - , 
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POVERTY, UNEMFLOYMENT AND LEVELS OF LIVING IN INDIA 


Dr. Anil Kumar Jain 
Reader in Economics 
Banaras Hindu University 
B 27/6 2 D-1, Durgakund 
VAR/iNASI - 221 005 

Economic development is a dynamic process and is characterized 
by marked shifts in the relative importance of different industries, 
occupations, standard of living, distribution of income, etc. It, 
thus, involves a change - a change in structure, function and 
resource allocation. During the last three decades of planning, 
the Indian economy has witnessed a number of changes in the stru- 
cture and organisation of production and from these points of view 
the Indian economy stands on different footing today. However, 
it is a sorry state of affairs that some of the major basic problans 
are no less serious today than what they were thirty years back- 
Problems of poverty, unemployment and levels of living are three 
of such problems which are the subject-matter of the present paper. ■ 

It may appear paradoxical but it is true that in spite of 
planned efforts to eradicate, or at least mitigate it, the problem 
of poverty has been increasing in India. Although the average 
per capita income (at 1970-71 prices) has increased from Rs.466 
in 1950-51 to Rs.7 20 in 1981-82, "it has not been possible to make 
a major dent on poverty." Similarly, the magnitude of unemploy- 
ment ■ has been increasing with . successive Flans. It must be admitted 
at the outset that the problem df tsnempioyment in developing count- 
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employment is mainly the outcome of cyclical and technological 
factors# a high percentage of population in underdeveloped countries 
depend bn primary occupation with a very low resource base# low 
income and saving potential. The result is that there is widespread 
unemployment and disguised unemployment or underemployment in such 
countries and great inequalities in levels of income and wealth are 
evident. In fact# a close relationship exists between poverty# 
unemployment and levels of living. Because a man is poor# he is 
unable to make his both ends meet# leads a lower standard of living 
and is deprived of education and thus reduces his prospects of better 
employment. Similarly# a person who is unemployed or underemployed 
can hardly make his both ends meet and falls below the poverty line. 
Thus# poverty# unemployment and levels of living are closely related 
and unless we try to tackle these problems simultaneously# all our 
efforts through Planning will remain an exercise in statistical 


it must be noted that the term 'poverty' can 
orilv only in terms relative to the society in 


which it. is found 


but ion and "that section of the popurarion wnuae ^ 
depressed from the mean as to be deprived of enjoying the benef 
and oarticioatinq in the activities which are customary in that 







society can be said to be in poverty.” Under this concept^ income 
or consumption distribution in different fractile groups is estimated 
and a comparison between standards of living of the top 5 to 10 and 
the bottom 5 to 10 per cent of the population is made to determine 
the relative standards of poverty. However# this relative 

concept is more useful for developed countries where levels of per 
capita income are already so high that people are nearly assured 
not only of necessities of life but are also able to afford some 
comforts. In underdeveloped countries# on the other hand# a large 
section of the population consists of those who earn so little as 
not to be able to provide the minimum needed to maintain health and 
working capacity. Hence# the concept of absolute poverty is gene- 
rally adopted for the purpose in such economies. • Under this concept 

absolute norms of living in physical terms are first laid down and 
then these physical gu anti ties are converted into monetary terms 
through price quotations. Here also# the norm of living can be 

laid down either in terms of ‘reasonable level of living* or in 

terms of ‘minimum levels of living*. In India the latter approach 
has been adopted probably because it reduces the gravity of the 
problem. Once the norm is changed to ‘reasonable level of living*# 
the vision of a good life widens# the cost of poverty alleviating’ 
programmes may become prohibitive and the government may be sub- 
jected to more severe political criticism. Nevertheless# in a 
poor country like India# the phenomenon of poverty is so obvious 
that refinements of the concept will not materially alter the 
picture.^ It is the prevalence of thxs mass poverty which has 
brought to the forefront the inadequacy of'^growth models of the 
West which neglect 'the parameters of ,dxstribution« Professor 
Joshi# ha3 # ' therefore# rightly obssiyedvthat. , ^Economic development 
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new form. Prom 


economxc science nas also xo acquire u 
Inquiry into the Wealth of Nations* it 
into 'An Enquiry into the Poverty of Nation 


Dr. Dadabhai Naoroji was the tirsx inaxan uu 

warxls widespread poverty in the country when he observed that 
». .even for such food and clothing as a criminal obtains, there 

is hardly enough of production even in a good season '* The 

main cause of India's poverty, according to Dadabhai, was the 
enormous 'drain* of the produce of the country to England 'chiefly 
arising from the political position it held over India*. However, 
serious attempts to measure the extent of poverty have only been 
made in India after Independence. Some of such important studies 
T... r, nnKr. ® TC-P-W- Da Costa,"^ P.K. Bardhan, 


Min has 


Most of the studies noted above have assumed the value of 
for a calorie intake of 2250 per day as the basic and have 
proceeded to convert' them into per capita food expenditure 
.„d out how many people were not spending even that much so 
they may be included In the category of persons below the 

maioritv of the rural people are producers 





antiuin) in urban areas 


NO doubt, there are markea variaxiuu:. xu 

mates of poverty in India due to the differences in methodologies 
adopted, class of people covered, period taken, etc. However, 
certain broad common conclusions can be drawn from these 
and the profile regarding the extent of poverty in India. WsU 
the absolute number of poor has certainly Increased over the- 
years. lOr example, Ojha pointed out that in rural areas, the 
number of people below the poverty line Increased from 184.2 
milUon in 1960-61 to 289.0 million in 1967-68. Bardhan observec 
that their number increased from 131.1 million to 220.5 million 
during the same period. Dandekar and Rath pointed out that the 
total number of people below the poverty line increased from 177 
million in 1960-61 to 215.5 million in 1967-68 (in rural areas 
from 135.0 million to 166.4 million and in urban areas from 42.0 
million to 49.0 million). Even; according to the Planning Commi- 
ssion, the total ' number of people "below the poverty line in- . 
crease<a"£r™ 302i76 million in. ^1^ 



5^979-80 (in rural areas from 251.66 million to 259.56 million 
ana in urban areas from 51.10 million to 57.28 million). Secon^, 
the percentage of population below the poverty line has not de- 
creased, though economists like Dandekar and Rath prefer to argue 
that poverty has not increased. The study by Oj ha points out 
that the percentage of people below the poverty line in rural areas 
Increased from 51.8 in 1960-61 to 70.0 in 1967-68 Oh'S P-’'- S^tdhan 
says that it increased from 38 per cent to 53 per cent during the 
same period. The estimates of Dandekar and Rath put the percentage 
figures for rural and urban areas at 40 and 50 respectively, for 
the years 1960-61 and 1967-68. Recent estimates of the Planning 
cormnission point out that for the country as a whole the percentage 
of people below the poverty line has marginally gone down from 
51.49 in 1972-73 to 48.13 in 1977-78 and In 1979-80 this figure 
stlod at 48.44. Thus, nearly 50 per cent of our population has 
been living below the poverty line continuously over a long period. 

Thirdly , maiority of the poor live in rural areas-both in terms 

„r-k-on+-prfp«? For example / the study by 
of absolute numbers and percentages. 

Dandekar and Rath reveals that about 77 per cent (166.4 million) 

Of the total number of people below poverty line (215.5 mrllron 

e aH-houah it must also be remembered that 
lived in rural areas, althoug 

■ 1 1 n rhrtricultural country where nearly 80 per cent 

India is basically an agricuiuu 

, lives in villages and agriculture provides llvelr 

of the population lives in y 

hood to over 70 per cent of its work force. Similarly, in 1979-80 
out of a total of 316.84 million persons below the poverty line, 
ubout 82 per cent lived in «rai , areas. Further, whereas the per- 
centage of people uving below 'theipg^:rty :.in rural areas was 

■ ^ 7 ^^ in . 1 , 979 - 80 , 'the- corresponding percentage 



they have some, their productivity is so low as to keep them 


below the poverty line. The average monthly per capita expendi 


ture of people below the poverty line came to Rs.51.27 in rural 


areas in 1979-80- — far below the minimum prescribed for the poverty 


shows that poverty is concentrated more in the States with relati- 
vely lower per capita State domestic product. For example, the 
study by the Federation of Indian Chambers of Commerce and Industry 
shows that on Oct.. 1 , 1969, the All India percentage of population 

below the poverty line was 41.2. Whereas in relatively backward 
States like Orissa, Bihar, Rajasthan, Madhya Pradesh, Uttar Pradesh 
etc., this percentage was higher than the national average, in 
relatively prosperous States like Tamil Nadu, West Bengal, Mahara- 
shtra, Gujarat, Haryana and Punjab, this percentage was below the 
average. Later on, data given in the Report of the Seventh 
Finance Commission^^ (Table l) confirm this point. Whereas Bihar 
had 10,41 per cent of the population, its poverty percentage was 
12.82. Madhya Pradesh had 7.69 per cent population and 8.51 
poverty percentage, Orissa had 4.05 per cent population and 5.26 
poverty percentage. On the other hand. States like Punjab 
Maharashtra,/ Haryana and Gujarat had lower poverty percentage 
than -the populatipn‘.,:pGrc^ntage#^ ^ ^ ,/:, 



Extent of Unemployment 


With the passage of time, not hhly the number of people 
below the poverty line increased in India but the problem of 
unemployment' has also gone from bad to worse. Problem of 


A detailed analysis of poverty percentages among different 
States clearly reveal that there are marked difference amongst 
the States inter se . (Table 2) Whereas the All India combined 
percentage of population below the poverty line was 52.00 in 
1970-71, the percentage was as high as 67.50 in Orissa, 64.06 
in Bihar, 62.20 in West Bengal, and 62.75 in Kerala. It was as 
low as 21.62 in Punjab and 33.24 in Haryana. In 1977-78, also, 
such marked difference in poverty percentages are evident. 
Against the national average of 48.13 per cent, the percentage 
of population below the poverty line was as high as 66.04 in 
Orissa and as low as 15.13 in Punjab. A disturbing phenomenon 
that has occurred between 1970-71 and 1977-78 relating to 
changes in poverty percentages is that whereas in most of the 
States the general trend has been towards a decline in poverty 
percentages, the decline has been faster in relatively prosper- 
ous States like Gujarat, Haryana, Kerala, Punjab, Tamil Nadu 
and West Bengal and the decline has been slower in States like 
Bihar, Orissa and Uttar Pradesh — thus leading one to infer 
that inter-state disparities have increased. In Assam, the 
poverty percentage has, in fact, gone up from 32.95 to 51.10. 

In Maharashtra, the poverty percentage has increased from 43.99 
in 1970-71 to 47.21 in 1977-78 which can be explained only by 
a possible increase in disparities in the distributions of income 
and wealth within the State. 




unemployment, particularly in rural areas has been a burning 


question for the whol 


nation. Although a number of attempts 


of unemployment, their results have only been marginal partly 


due to Jdie adoption of technologies which required larger use 
of capital and consequently lesser use of labour but mainly 


due to rapid increase in our population which has increased at 


an average rate of about 2.5 per cent per annum. The Second 


Five Year Plan realised that population in. India was growing 


at a very rapid rate and cautioned that "Even with the utmost 


effort which can be made — and has to be made — at this stage to 


bring down birth rates, population pressure is likely to become 


more acute , in the coming years 


with every successive Plan, the backlog of unemployed persons 


The Second Five Year Plan started with a backlog of un 


employed persons of the order of 5,3 million. The expected 
addition to the labour force during the Second Plan was 10 
million. Thus, total employment required to be generated was 
15.3 million. Against this, the additional employment opportu- 
nities generated amounted to 8 million (of which 6,5 million 
were outside agriculture) . As a result, unemployment increased 
to 9 million at the end of the Second Plan, With an estimated 
addition to the labour force of about 17 million during the 


Third Plan there was the problem of creating jobs for 26 
million people. In 1966, it was estimated that employment 
generated during the Third Plan was ,14, 5 million (of which 10.5 
million was outside'‘agriculture):. .^hus, ' the backlog of , un-employ' 


end 'of lthe,>Thia^;'F3tayi:'^®9. about 11,5 million 
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In view of considerable divergence of opinion regarding 
appropriate definitions of and suitable yardsticks for measuring 
under- employment and un-employment, the Fourth Five Year Plan 


in its view> such estimates were "in the nature 


Instead, an Expert Committee on Unemployment was 


set up by the Government in December 1970 to assess the extent 


of unemployment and under-employment and suggest suitable 


measures. The Committee, in its final Report submitted on May 


15, 1973, pointed out that "the likely number of unemployed 

persons in 1971 was 18.7 million. Including 9 million who were 
unemployed and 9.7 million who worked less than 14 hours a week 
andwho might be treated at par with the unemployed persons. 

This included 16.1 million unemployed persons in rural areas 


and 2,6 million unemployed persons in urban areas 


However, chronic or 'usual status' is not the only problem 


in India. In fact, it forms a very small part of the Indian 
unemployment because very few workers remained unemployed 
throughout the year.* Millions -of them find some work for, some 
weeks or months and are forced into idleness in the rest of the 
year. Hence, more pervasive malady is under-employment or less 
productive employment. In rural areas, the demand for labour 
fluctuates from season to season which is the principal cause 
of under— employment in the country-side. Therefore, there has 
also to be some estimate of irregular unemployment. For assess 
ing the magnitude,, of under-enploprient, or seasonal unemployment. 


xth Five Year Plan :( 1980*85) puts the figure of 

usual} status', unemplp^eht pat 1,2.02 million jfor 
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two concepts are in vogue on the basis of the parameters pro 


vided by the 27th and 32nd rounds of National Sample Survey— - 
(l) Weekly Status, and (2) daily status of the worker. Under 
the 'Weekly Status' concept, a person is treated as unemployed 
if he does not find even an hour of work during the survey week 


and is searching or available for work. The number of such 
persons was 10,1 million in 1973; 12.18 million in 1978 and 
11.36 million in 1980. But the unemployment rates based on 
weekly status understate the extent of under-employment because 
any person who is available for v;ork and has worked even .for 
ane hour during the preceding seven days is considered employed 
and excluded from the category of unemployed. Hence, the inci- 
dence of irregular unemployment as reflected in 'daily status' 
concept is now regarded as the most inclusive and significant 
indicator of the magnitude of unemployment in the country. 

Under this concept, unemployed days ** rather than unemployed per- 
sons are counted. According to the 'daily status' basis, the 
figures of unerrployment have been put at 18.6 million for 1973, 
20.6 million for 1978^^ and 20.74 million for 1980.^^ In 
addition, the unemployment rate in 1977—78 measured as the ratio 
of person-years unemployed to person-years available turned out 
to be 8. 18 per cent on the basis of 32nd round of the National 
Sample Survey, Although the Indian unemployment rate is com- 
parable to unemployment rates prevailing in some Asian countries, 
this comparison is not very significant because "in India the 
absolute volume of unemployment at present... is staggeringly 


status' cbnceljt,' "a person who works at 
'ess.' than. ..four hours is considered having 
!£■;■ he';' works; for ;four hours or more during 
as ' the, .'whole day. 
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fiJfPSs 


and larger than in any country in the world for which 


any unemployment statistics are available 


A look at the distribution of unemployment rates and the 


relative position of different States in unemployment also goes 


percentage figures of daily status unemployment by States for the 


1972-73 and 1977-78. In 1972-73, whereas the unemployment 


0.82 in Himachal Pradesh. Similarly, the unemployment rate in 


1977—78 was as high as 25.69 -in Kerala and 15.59 in Tamil Nadu, 
it was as low as 1.81 in Assam and 1.92 in Himachal Pradesh. 


A significant finding that emerges from these data is that 
whereas relatively prosperous States like Tamil Nadu, Maharashtra, 
West Bengal, Karnataka, had a higher share in all India un- 
employment than their share in all India labour force, some 
of the relatively backwarf States like Madhya Pradesh, Rajasthan 
and Uttar Pradesh had a lower share in all India unemployment 
than their share in all-India labour force; although it must be 
admitted that some of the prosperous States like Punjao, Haryana, 


and Gujarat had a lower share in unemployment as compared to 
their share in labour force and relatively backward States like 
Bihar and Orissa, had a higher share in unemployment as compared 
to their share in labour force. Further, between 197 2—73 and 


like Tamil 


1977-78, whereas the share of 


ome prosperous 


Nadu, Kerala 


in all-India unemployment increased,^ the corn 
of some relatively backward .States' like.' Bihar. 


The general phenomenon 





incidence of unemployment also 
ian. 2 / 3 /(67>89 per cent)' of total 
I six States of Tamil Nadu^. Andhra 


A State-wise review 
reveals that in 1977—78/ 
unemployment was concent 
Pradesh/ Maharashtra/' Bd 


of higher unemployment rate among the relatively pjrosperous 
States and lower unemployment rate among the relatively poorer 
States can be explained if we look to the literacy rates pre- 
vailing in these States.. An educated man is relatively more 
specific about the nature of job and has a general preference 
for white-collar jobs. Against this, an illiterate man is 
prepared to perform any type of job available to him. It is 
possibly for this reason that in 1981, whereas Kerala had the 
highest literacy rate of 69,17 per cent against the national 
average of 36 . 17 per cent, it also had the highest unemployment 
rate of 25.69 per cent in 1977-78. Tamil Nadii had a literacy 
rate of 45.78 per cent and also a higher unemployment rate of 
■15.59 per cent. Against this, in Uttar Pradesh the literacy 
rate was 27.38 and unemployment rate was 4.12. In Madhya Pradesh, 
the respective figures were 27.82 and 3.09 and in ..ajasthan t y 
were 24.05 and 2.99, respectively. Further, it is a well-known 
fact that between 1961 and 1976, the compound rate of increase 
in unemployment among relatively highly educated persons has 
been higher as compared to the matriculates which has reduced 
the share of matriculates among the educated unemployed from 
78.5 per cent in 1961 to 55.4 per cent in 1976, under-graduates 
increased from 12 per cent to 24.6 per cent and of graduates 
and post-graduates has gone up from 9.5 per cent to 20.0 per cent 

during the Scime period* 
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Pradesh is added to the list, nearly 3/4 ( 74.90 per cent) 'un- 
errployment is found in these seven states. 

Like the ’orevalence of poverty in rural areas, the problem 
of unemployment and under-emplo'yment in India is also concentre- 
ted in rural areas. Nearly 80 per cent of India's unemployed 
labour force is found in rural areas. In 1978, out of 20.6 
million person-years un-eirployed, 16,5 million wore in rural 
areas. The incidence of periodic unemployment, as reflected in 
■daily status', has been particularly severe among agricultural 
labour households. Rural Labour Enquiry estimated that in 1974- 
75 there were about 25 million rural labour households in the 
country of which about 21 million were agricultural labour 
households. Over 50 per cent of the agricultural labourers did 
not have any land base. Those who owned some land were marginal 

farmers operating uneconomic holdings. A significant finding 

that emerges from the analysis of the NSS (32nd round) data is 
that in 1977-78 the rural agricultural labour households 
covered about 21.2 per cent of the all India population but 
accounted for 46.7 per cent of the total daily status unemploy- 
ment. The reason for high concentration of unemployment and 
under-employment in rural areas can partly be explained by the 
fact that over the last six decennial Censuses (1911-1971), 
in spite of impressive development of the large-scale manufac- 
turing and infra-structure sectors, the share of agriculture 
in the worb force has not diminished at all and the fact remains 
that “in India fairly rapid growth in the non-agricultural 
, sectors in the last-/ ' years ; or planhed (development has completely 

failed td make any ^/ticeable/impact cn 'the^ Industrial distribu- 

tion of the "work ' fbrcr ft 
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of the labour force. Investment and output have grovm at a high 
rate but the product! on -mix and the techno logy -mix have been so 


capital-intensive, that employment did not grow pari passu . ' 

We feel that there has also been wrong with the models adopted 


in India’s Five Year Plans. "It is a pity that our Planners 
have so far tried to transplant foreign models on the Indian 
soil, forgetting that the conditions presumed in those models do 
not operate in India", No doubt, modern economists visualize 
an important role for agriculture during the development process 
but they visualize such an agricultural development strategy 
that will release labour from agriculture rather than absorb them 
in agriculture. However, we feel that sufficient employment 
opportunities can be created in the agricultural sector itself by 
adopting appropriate agricultural technologies and by adopting 
appropriate institutional reforms in the pattern of land owner— 


.ivin 


Although the level of living of a household is dependent on 
a large number of factors like demographic conditions, health, 
food, clothing, housing, manner of living, education, cultural 
nnr-^nir.c. sneial security, etc., in the absence of precise 


from region to region, per capita consumer expenaiture nas oeei 
treated as a more approximate indicator of levels of living, 
is a well-known fact that the standard of living of the rest 

in India ds very low. What is worse is the 


No doubt. 



per capita final consumption expenditure at current prices has 
gone up from Rs.551.5 in 1970-71 to Rs. 1126.8 in 1979-80, but, 
if viewed in terms of constant prices (1970-71 = 100), the 
increase is insignificant because per capita final consumption 
expenditure has increased from Rs.551.5 in 1970-71 to Rs.560.2 
in 1979-80. The per capita net availability of foodgrains — a 
major component of household expenditure— has gone up from 430.9 
grammes in 1956 to 459.5 grammes in 1981. In fact, the per 
capita net availability of pulses has gone down from 70.4 grammes 
in 1956 to 39.1 grammes in 1981. What is more significant is 
the fact that distribution of household consumption expenditure 
is very uneven in the country and this unevenness is more marked 
in urban areas as compared to the rural areas. For example, in 
3 _ 977 _ 78 , top 30 per cent of households in urban areas were 
spending 54 per cent and in rural areas they were spending 51,9 
per cent. The corresponding percentages for the bottom 30 per 
cent of the households were 13.6 and 15.0, respectively. 


In the absence of the availability of data on per capita 
final consumption expenditure in different States separately, 
we can equally rely on the figures of per capita net domestic 
product in different States to compare the differences in the 
levels of living because income is the most important deter- 
minant of consumption and so also the levels of living. No 
doubt, chere are differences in cost of living in different 
States but these differences are not so marked as to eliminate 
the impact of differences in per .capita, income on the levels 

'Of living. ,, ^ 






Table 4 gives the state-wise estimates of per capita net 
domestic product for the years 1971-72, 1975-76 and 1979-80. 

At current prices, whereas the per capita income for the 
country as a whole in 1979-80 was Rs.1316, there were marked 
differences amongst the States. Punjab had the highest p..r 
capita NDP (Rs.2278), followed by Maharashtra (Rs.2021), 

Haryana (Rs.1867), and Gujarat (Rs.1658). Against this, Bihar 
had the lowest per capita NDP (Rs.795). It was Rs.843 in 
Orissa, RS.877 in Madhya Pradesh and Rs.994 in Uttar Pradesh. 

Even in terms of constant prices (1970-71 = 100) the discrepa 
ncles are equally marked. Against the national averate of 
rs. 661 in 1979-80, per capita NDP was Rs.1321 in Punjab, Rs.993 
in Maharashtra and only Rs.393 in Madhya Pradesh Rs.405 in Bihar 
and RS.436 in Uttar Pradesh. What is still more significant : 

is the fact that between 1971-72 and 1979-80 while the per 
capita NDP (at 1970-71 prices) in seme of the backward States 
like Assam, Bihar, Himachal Pradesh, Madhya Pradesh, Rajasthan 
and Uttar Pradesh declined, there was Increased in the per capita 

, , ur .furpT-ont orders) in the relatively prosperous 

NDP (although of different oraex.by 

States-thus Increasing the differences in the per capita Income, 
and so also in the levels of living amongst the States. 


The above discussion amply demonstrates that problems of 
poverty, unemployment and levels of living are inter-related 
and attempts to solve or minimise one without trying to solve 

or reduce the other, are not going to bear much fruits. , . ^ 

Although a nun.>et (Of , attempts have been made during the last , 

" " adkotg:ieai:>ith::the:un>«ld55ment and under-employment 


‘ ■j;' • >*■’?' \.- 
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problems, the net impact, as has already been obseirved, has not 
been commensurate with efforts laid down in the Plan Documents. 

*'The successive plans did not specifically mention 'elimination 
of poverty' as a major objective of Planning, but did emphasize^^^ ^ ^ 
the goal of a sizeable increase in national income so as to raise 
the levels of living in the country, a large expansion of employ- 
ment opportunities, and reduction in inequalities in income and 
wealth. It is only after the publication of the interna- 
tionally renowned work Asian Drama of Professor Gunnar Myrdal 
that the Indian Government (as usual) has given top priority to 
alleviation of poverty in the Plan Document. The Fifth Five Year 
Plan (1974-79) Document, for the first time, stated that "The 
existence of poverty is incompatible with the vision of an advanced, 
prosperous, democratic, egalitarian and just society implied with 
concept of a socialist pattern of development. In fact, it holds 
a potential threat to the unity, integrity and independence of 
the country. "23 The Sixth Five Year Plan (1980-85) has outlined 
the objective of 'a progressive reduction in the incidence of 
poverty and unemployment' as a major objective and it states that 
"a substantial reduction in poverty can be achieved only if there 
is a determined effort at a significant redistribution of income 

and consumption in favour of the poorer sections of the 
24 

population." 

A number of progra^es have been undertaJcen by the Govemmeni: 
in the seventies with employment as one of the contents. The 
first of such programmes: was the W;:rai; Works Progragge. Initiated 


M 






tm 




'.Si 


in 1961 withYn)initlai provision; of Rs.lBO crores, the programme 

was ,ei^ecteli«^‘gOTfera^^;.^Ioymb^^ laKh persons in the 


" V YL' 'pVan However, 

' first year of the;,Plcin 





Organization of the Planning Commission revealed a numDer or , 
organizational deficiencies in the execution of the programme 
such as the shortage of technical and expert staff/ delays in 
release of funds and technical sanctions/ lack of proper coordi 
nation and active participation among the concerned technical 


The Small Farmers Developmen 


departments, etc 

with which the Marginal Farmers and Agricultural Labour Development 
Arrencies were meraed, was started in 1971 and now covers 168 


ring 1818 blocks over the country. Upto Marcn lyou, 
had identified 16 . 7 million persons from the target 


the Agencies 

groups for assistance. The Drought Prone .Areas P rogramme, which 
now covers 557 community development blocks in 74 districts of 
13 states, was introduced in the mid-seventies and the Dese rt 

started in 1977-78, now operates 


Development Programme which was 
in 128 blocks of the countiry. During three years of its operation 
an expenditure of Rs.23.21 crores had been made on the programme. 
Earlier, Crash Scheme for Rural Employment was initiated in 
1971-72 and created employment to the tune of 3.15 lakh mandays 
In the three years of its operation. The Pilot Intensive Rur a l , 

_ . . ^ in 197 2 as action-cum-research 


studies for a period of 3 years in lb seiecrea oiocxs u. 
country. Two major activities taken up under the project were 
roads and minor irrigation works. But the results have not been 
commensurate with the expenditure incurred. Employment Guaran te 
Scheme of Maharashtra, though launched in 1970-71, could no 
lmt.lemented only :from 1973-74 onwards. A sura of Rs. 731.3 crores 
was;spent:i«SSh;|972-73 





The problem with most of such schemes 
that they have been taken up on an ad-hoc 1: 
similar constraints. While some schemes cc 
for lack of funds, there were others in whJ 
could not be spent for lack of suitable prc 
special schemes both because of the relati^ 
??nd because of lack of preparatory 


made any impact on income dismou^xuL., 
:hese projects and schemes even by Govern- 
ike any difference to the actual operation 
rofessor Dantwala has rightly observed; 

, , Evcrv evaluation report 


ment agencies 


of these programmes, 

'•But of what avail are 
has been narrating the same 


ncn-powcr 


audit obduracy, lacb or iniu^— 
active non-cooperation, bureaucratK 
of local conditions, absence of pri< 
Perhaps e r'oport can be ..-wrv^eiL-gXg] 

rhe subsequent, fj^ l d,i nvest i^ ations 

it. (emphasis added) 


work 


with the Government 
icern. Accordingly, 


and the disposal of stocKS wa. 
a for WorV Proararone was Initiated in 

objectives of employment generation and de 
economic and social inf rastructnre in rural areas. Under the 
progra^ne, wages were to be, paid in dind and not m cash. 

entire progra^e was’ grain-based and the entire expenditure was 

borhe by the the first year of its oper 


■78 with the twin 








which jumped to 12 lakh tonnes in 1978-79 and 23 lakh tonnes in 
1979-80. The programme has also generated 372.8 million mandays 
of employment in 1978-79 and 600 to 700 million in 1979-80, This 
programme also helped in stabilization of wages and food prices in 
rural areas. However, due to limitations in respect of planning 


and supervision of works, ^ hoc execution on the year-to-year 
basis, lack of desired interest on the part of the State Govern- 
ments to plan, monitor and oversee the programme, a number of 
works of low priority with dubious utility were taken up. We fe< 
that the biggest drawback of this FFW programme was that it was 
often executed through local contractors who, in most cases, pai< 
low wages to the workers and made huge money by selling the food 
grains in the open market at . higher prices. 


highest priority to alleviation ot poverty ana suosaanuxcix 
ment generation in the coming years. Towards this end, two 
separate programmes at the national level have been undertaken. 

The Integrated Rural Development Programme (IRDP) belongs to the 
first category and the National Rural Employment Programme (NREP) 
to the latter, "The main objective of the IRDP will be "to evolve 
an operationally integrated strategy... of increasing production 
and productivity in agriculture and allied sectors based on better 
use of land, water and sunlight and. ..of the resource and income 
development of vulnerable sections of the population in all the 
blocks of the country." . The programme intends to cover 75 million 
people during the Sixth Plan for which an investment of Rs.1500 
crores will be’ made by the Uh'ion 'ahd; 'State Governments on equal 
basis,” to'- be :-sqpp^^ Ra.30ob”^^ from institutional 
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large number of landless agricultural labours. An outlay of 
Rs,980 crores has been provided in the Sixth Plan period for the 
programme in the Central Sector which will be matched by an equal 
amount from the State governments. This programme is expected 
to generate 300—400 million mandays of employment per year. 

On the basis of past experience and the optimistic assumptions 
made regarding the success of these programmes/ we feel that the 
programmes may not have the desired success, ftowever/ much will 
depend upon the extent to which the Government learns from the past 
failures and the extent to which it is able to inculcate the 
degree of honesty in appraising achievements/ identifying problems 
and developing a new culture of openness in communication between 
different levels of the development hierarchy. 

Finally/ a country like India which is committed to accele- 
rated growth/ needs a strategy which would develop the growth 
contributing qualities of labour force. Wise planning of expendi- 
ture on education is crucial to such a strategy. It is a pity 
that educational planning in India (whatever little it has been) 
has so far emphasized the primary education and old literacy 
tradition in higher education and secondary and vocational educa- 
tion has received lower priority. The net result has been that . 
there is shortage of trained manpower and surplus of unskilled 
labour. Therefore, "it is high time that the pattern of invest- 
ment in education is changed so that growth contributing qualities 
may be generated in the labour force in India. This strategy 
will have to be accompanied by techniques of manpower planning 
because optimum utilisation of ,, technical skill is as equally im- 
portant as the: building up of .these ' skills by means of educational 
planning." t: 
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Table 2 : Percentage of Population below the Povert.v 
Line in Major States of India 


States 


1970-71* 


1977-78** 


Rural Urban Combined Rural Urban Combined 


Andhra Pradesh 45,63 57.14 47.85 43.89 35.68 

Assam 33.95 22.66 32.95 52.65 37.37 

Bihar 64.78 57.53 64.06 58.91 46.07 

Gujarat 44.21 46.61 44.88 43.20 29.02 

Haryana 20.43 45,36 33.24 23.25 31.74 

Karnataka 48.85 51.29 49.44 49.88 43.97 

Kerala 61.82 64.44 62.25 46.00 51.44 

Madhya Pradesh 56.99 60.15 57.50 59.82 48.09 

Maharashtra 46,67 38.07 43,99 55.85 3 

Orissa 69, 18 49, 20 67 • 50 

Punjab 17.47 34.94 : 

Rajasthan 41, 

Tamil Nadu 
Uttar Pradesh 


42.18 
51. 10 
57.49 
39. 
24.84 
48.34 



All India 


100.00 100.00 8.34 100.00 100.00 8.18 


Source : (i) Draft Five Year Plan 1978~83, p.94. 

(2) Sixth Five Year Plan (1980-85), p.216. 


:atus 


Jn employ 


by States 


(Pe rcen tages ) 


States 


1972-73 1977-78 

Share of Share of Unemp- Share of Share of Unempl 

State in State in loyment State in State in oyment 

_ All rate All All rate 

India India Un India India Un 

Labour employ- Labour en^loy- 

Force ment Force ment 


Tamil Nadu 

8.68 

12.63 

12,17 

8.65 

16.48 

15.59 

Andhra Pradesh 

8,70 

12.49 

12.01 

9.49 

12.37 

10.67 

Maharashtra 

10. 26 

11.93 

9.73 

10.41 

10.16 

7.99 

Bihar 

9.02 

11.05 

10.24 

9,81 

8.71 

8.01 

Kerala 

3.35 

10.11 

25.23 

3.54 

11.09 

25.69 

West Bengal 

6.90 

8.79 

10.66 

7.33 

9.08 

10.15 

Uttar Pradesh 

14.86 

6.54 

3.68 

13.92 

7.01 

4.12 

Karnataka 

5.78 

6.36 

9.20 

5.78 

6.61 

9.36 

Orissa 

4.20 

5.43 

10.82 

3.83 

3.81 

8.13 

Madhya Pradesh 

8.77 

3.85 

3.67 

8.50 

3.21 

3.09 

Gujarat 

4,68 

3.56 

6.36 

4.99 

3.80 

6.24 

Rajasthan 

5,89 

2.62 

3,72 

5. 26 

1.92 

2.99 

Punjab 

2.33 

1.26 

4.54 

2. 27 

1.34 

4.82 

Haryana 

1.61 

0,79 

4.10 

1.56 

1.22 

6.41 

Jammu & Kashmir 

0.74 

0.74 

8.38 

0.74 

0.52 

5.70 

Assam 

2.02 

0.48 

1.98 

2.15 

0.47 

1.81 

Himachal Pradesh 

0.65 

0.06 

0.82 

0.66 

0.16 

1.92 



States 


197 1-7 2 1975-76 1979-80 

Current Constant Current Constant Current 
Prices Prices* Prices* prices* Prices 


591 

545 

406 

832 

870 

680 

547 

683 

571 

507 

786 

409 

434 

1046 

538 


881 

789 

661 

1239 

1333. 

1078 

928 

1005 

893 

781 

1385 

807 

715 

1597 


Table 4 


State- wise Estimates of Per Capita Net Domestic 
Product — — 

(In Rupees) 


Andhra Pradesh 

Assam 

Bihar 

Gujarat 

Haryana 

Himachal Pradesh 
Jammu & Kashmir 
Karnataka 
Kerala 

Madhya Pradesh 
Maharashtra 
Manipur 
Orissa 
Punjab 
Rajasthan 
Tamil Nadu 
Uttar P'r?^ 


620 

550 

415 

827 

939 

716 

588 

698 

554 

534 

808 

466 

480 

1080 

561 


623 

570 

413 

818 

896 

738 

573 

702 

562 

497 

877 

482 

490 


1148 

1083 

795 

1658 

1867 

1288 

1254 

1246 

1141 

977 

2021 
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Regional Variations in Public Services 
Structure, Growth and Determinants 


V.G. Rao"* 


The multifaceted hydra-like problem of regional disparities 
requires action on several fronts if there has to, be a perceptible 
decline in such disparities. Recognising this multi -dimensionality 
the jresearchers who have been working on the issues relating to 
Indian development problems tried to analyse the question of regional 
imbalances from different directions, A close sciajtiny of these 
investigations, however, indicates that the aspect relating to public 
services# in particular# has received little attention. There are 
two major studies, namely, the works of Reddy and of Chelliah et.al . 
which have attenpted to throw some light on this aspects. A close 
reading of these, however, discloses that Reddy’s study does not go 
into the question of guaging in ter- regional disparities as such. 

It is directed towards the problem of identifying the factors that 
help explaining inter-state variations observed at a given point of 
time. Turning to the study of Chelliah et. al . # the methodology 
adopted gives rise to some doubts about the inferences that have been 
drawn. These doubts arise on two accounts. Firstly, this study has 
not measured the inequality in terms of total expenditures incurred 
by the States# but preferred the use of partial measure, namely# the 
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expenditures incurred on the revenue account alone. Adoption of 
such a partial measure can be justified for some limited purpose, 
if the interest of an investigation lies in examining what has 
happened to public services and what the measure should also include 
ejqsenditures incurred on capital account. It is well known that 
a public service would involve expenditure both in the revenue 
account as well as in the capital account. Secondly, this study 
measures the inequalities in terms of a set of gini coefficients; 
and the time profile indicated by such coefficients, for the period 
running from 1960-61 to 1975-76, as the bases for drawing the 
inferences. The results obtained with regard to the time trends 
were not presented. But the study does emphatically State that 
•'the inequities in per capita aggregate expenditures show an in- 
creasing trend". Presumably, this is done on the basis of a 
visual inspection of the time profiles indicated by the variable 
representing the inequality in per capita aggregate (revenue) 
expenditures. No doubt, the preferred inequality measure does show 
a perceptible increase if the comparison between any one year 
belonging to the period running from the year 1960-61 to 1968-69 
and any one year belonging to the period running from the year 
1969-70 to 1975-76 is made. It may, however, be noted that the time 
pattern indicated by the measure in question does show a clear 
shift in 1969-70 and virtually no change either in the period that 
proceed this year or in the period that followed this year. Then, 
can one infer that in the two periods the inequality has remained 
static? If so, what reasons can be ascribed to the sudden jump that 
has taken place in the fiscal year 1969-70? Perhaps, because of 
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this difficulty, the study has not given any e 5 <plicit information 
regarding the behaviour of the aggregate expenditure variable. 

Given these limitations of the two studies which have been undertaken 
with reference to the public services dimension of the problem of ^ 
regional imbalances, a further probe in this aspect would be of 
ronsiderable interest and timely value. Accordingly, an atterrpt 


The specific issues that this study would try to seek answer 
■ise; (i) What is the nature and direction of change that have 
1 over years in regard to an index that facilitate capturing 

disnAT-ities in Dublic services? (ii) Be the nature and 


The presentation of the above discussion is divided into six 
Sections. Section 2 describes the methodological framework of the 
study as well as the data base. Section 3 and Section 4 present 
the results which facilitate answering the first and the second 
questions. Section 5 tries to throw some light on the relationshi 
between the observed rates of changes and the levels attained by 
the base years of each one of the changes. Section 6 

makes an attempt to identify the influences, of some of the plausib 

Finally, the last Section brings together 
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2. Methodology 


Following the practice generally being adopted by researchers 
working on the problem of regional disparities herein the States 
that constitute the Indian Union are identified as regions. It is 
true that several of the States are large both in territory and 
population; and all parts of a State do not indicate uniform develop- 
ment and prosperity levels to qualify themselves as a unified region. 
But, such an indepth regional identification warrants the use of 
multiple facts, which falls outside the limits of a paper like the 
present one, Zilso it may be observed that for majority of the o 
Regional Planning exercises, the Planning Commission (at the Centre) 
deals with the States as units. 

At present, excluding the new addition of Sikkim Indian Union 
consists of twenty one States and nine Union Territories, for 
majority of the policy purposes, all the twenty one States are not 
treated alike. Often they are grouped into two broad groups, namely, 
major States and special category States. The special category . 
group consists of hilly and sparely populated States like Jammu & 
Kashmir, Himachal Pradesh, Manipur, Meghalaya, Nagaland and 
Tripura and these were treated separately. Exception being Jammu 
& Kashmir majority of these States were accorded the status of a 
State only in recent years. For quite some time, some of these 
were treated as Union Territories, Accordingly, to minimise all 
possible data and other statistical problems, the scope of this 
study is restricted to the group that consists of major States 
alone. ■ However to ensure comparability on time scale, the State 
of Meghalaya, which' was carvod out ‘ ^sam,- has been taken along ■ ' 
with Assam. 
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The level of public services provided by a State is equated 
with the size of gross government ejcpenditures measured at current 
prices. Ideally speaking/ the user charges (for example school 
fees) are to be deducted from gross expenditures. But/ this is not 
attenpted for want of detailed item-wise data. While this may be 
considered as a limitation of the present analysis/ this is not 
very specific to this study alone. By and large in all investiga- 
tions dealing with public services of developing as well as deve- 
loped economies only gross measure is being used. 

Theoretically speaking in a study of the present type, the 
growth in public services could be measured in real units. Adop- 
tion of such measures warrants initial break down of ej<penditure 
category into two conponents, representing the goods and services 
that have been used for the purpose. Thus arrived individual 
heads are to be deflated with appropriate price indices to arrive 
at the real value of the expenditure. Evidently, such break-up is 
difficult, if not impossible, with the available data. An often 
suggested solution in this regard is to adopt a single price index 
for all corrponents of an expenditure category. Even a preference 
to this unsatisfactory solution would give raise to a formidable 
question: which particular price index is to be used? one might 
advocate the use of SDP deflators. Such an index, however, is not 
free of its own limitation. The goods and services that enter in- 
to the consumption basket of government expenditures differ sub- 
stantially from the basket implicit in an SDP deflator. In such 
a situation, one might advocate the use of price indices that may 
be constructed on the basis of , wholesale;;prices,. , This , however, 
is not an easy '’'solution to be’ practiced* It involves the use of 
differing’ weightini^di'agrams^as 'weli;.'as;' bhe' 'collection of State 



level prices. In the wake of theser difficulties, often a single ■ 
price index is preferred. Such procedure is considered inappropriate 
for the purposes of the present analysis. Accordingly, this study 
does not attempt to make any price adjustments. 


For accounting purposes, the ejqDenditures incurred by a State 
are shown under two accounts, namely, the revenue and the capital 
accounts. Under this framework expenditure incurred on a given 
public serrvice cannot easily be located under any one of the accounts* 
Some services, like extension of medical facilities, involves staff 
expenditure on revenue account and capital expenditure of capital 
account. Accordingly, in this exercise, this (rovenue/capital) 
distinction is ignored. The expenditures incurred on both these 
accounts are added together to represent the aggregate level of 
public service provided by a State. 

To facilitate meaningful inter- regional comparisons, the ex- 
penditures which are not normal and common in nature are to be 
omitted. As priori the relief expenditures used for meeting natural 
calamities are classified as non-normal e3?penditures . Similarly, 
the expenditures incurred on rehabilitation of scheduled castes, : 

scheduled tribes and backward classes are considered as non-common | 
expenditures. Accordingly, these are excluded from the present 
analysis. 

Given the differences in the natures of the activities for 
which a State is obliged to incur expenditure, the use of aggregate ; 
0j^^^nditure may conceal information relating to tha kinds of 
services provided by different, States,;,; This can be corrected ' 
through a disaggregative.analysia,/'”. A’ priori .the public expenditure 

of a State can' -bfOc^ilT .namely, the 
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expenditures incurred for the purposes of either creation of a 
physical asset or development of human capital and those incurred 
for the maintenance of law and order, general administration and 
the like. The former is called development expenditure and the 
latber is called non-development expenditure. On examining the 
nature of the heads included under these two broad groups, it is 
found that the head representing the loans that State governments 
had given to individuals and institutions can also be classified 
as development expenditure. 


again to facilitate meaningful in ter- regional comparisons, 
in keeping view of the fact that the population sizes of the States 
very substantially, the individual States expenditures are initially 
scaled down to per capita terms. 

Since the interest of this analysis lies more in the end result 
of the development strategy that has been adopted over the years 
and not on the year-to-year variations, a cross-sectional analysis 
is considered more relevant. However, as the emphasis placed by the 
fifth Five-Year Plan on different aspects of planning differ 
substantially, an examination of the impacts of each one of the 
individual plans would be of considerable interest. Accordingly, 
the behaviours indicated by the fiscal years that represent the 
beginning of the planning era namely, 195l~52 and those which may 
be conceived as the end products of the fifth Five-Year Plans, 
namely, 1956-57, 1961-62, 1966-67, 1974-75 and 1979-80 are identi- , 
fied as the relevant data points for the present study. However, 

On examining the data sourg^^. th^ .■b^'Sfive emphasis that the 
plans had' placed bn the; gueatidn disparities the fiscal 

years, representing :''the 'plIpniTii product of First 

' ' ' ' b'-' : 
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Five-Year Plan/ namely, 1951-52 and 1956-57, are dropped for the 
purposes of the present analysis, A closer reading of the plan 
documents makes clear that though the issue of regional imbalances 
relating to social services did figure in the discussions of the 
First and the Second Plans, it has received little weight - the 
emphasis on the creation of a base that facilitate rapid growth 
and its long-run sustenance. For the first time it is in the Third 
Plan an explicit statement relating to balanced development can be 
located. Accordingly, for the purposes of examining the issues 
relating to regional planning, fiscal year 1961-62 can be conceived 
as the reference period. Further, the use of either 1951—52 or 1956' 
57 as the base for analysis relating to inter-state variations 
necessitates some ad hoc adjustments of the data, because of the 
re-organisations that had taken place in regard of the major States, 
No doubt, the division of erstwhile Punjab State into present Punjab 
and Haryana also necessitates sane adjustments. To gain degrees 
of freedom, instead of going for any specific kind of adjustment 
the=> fiscal vear 1966-67 is substituted with the fiscal year 1967-68. 


A variety of measures can be used ror gauging me uei-e 

disparities observed at a given point of time, A comparative 
?»nalv.siK of these nrovides an idea about the change as well as the 


ign ■■on^theSe'--alternatives See Cowell, 
Oxford’s Phillip Allan Publishers, - 1977 



The identification of the factors which may be considered as 
responsible for an observed change in disparities is approached 
through the postulation of a set of linear regressions. The sele 
ction of the explanatory set is attempted through the use of 
hypothesis that has been advocated and tested in the contexts of 


the Reserve Bank of India Monthly Bulletin. The population esti 


mates are collected from the Census documents. The population 


estimates of non-census years are arrived through the use of appro 


The aggregate per capita e^gsenditure levels that the fifteen 
States had experienced during the four reference years are presented 
in Table 1. An examination of this data discloses that across years 


the per capita levels experienced by different States vary signifi 
cantly. At the beginning of the Third' Rian period the per capita 
expenditure was highest in- the erstwhile Punjab at Rs. 58.47,- i '--; ■ 


10 



A comparative analysis of the rates of growth, indicated by 


State. While in the period running from 1967-68 to 1974-75, Andhra 


Pradesh, Gujarat and Maharashtra had more than 125 per cent increa' 
se each, the rates of increases observed by Assam and Madhya 


Pradesh were in the neighbourhoods of 30 per cent each. Across the 
States, the rates of increases indicated by the Fifth Plan period 
do not differ that significantly. Wliile Andhra Pradesh, Madhya 
Pradesh, Rajasthan and West Bengal report highest increases, the , 
level being more than 110 points increase, the lowest rates of 
increases were in the neighbourhood of 75 per cent, indicated by 


As has been noted earlier, aggregate expenditure incurred by 
a State can ini tialij^.l be; divided 'vinfe/.j^^ categories; namely, 

development and- nort-developnierit ' What would such a ^ 


(Rs,52.79) and Rajasthan (Rs. 52.42) . It was the lowest at Rs. 27. 84 
in Bihar and was at Rs,27,97 for Uttar Pradesh. In the fiscal 
year (9167-68, the highest was of Punjab at Rs. 123.31 and the 
lowest position was taken by Andhra Pradesh with Rs.50.88. Though 
in ranking tejoris, the position of Bihar has improved, its per capita 
level was not very muchdLf ferent from that of Andhra Pradesh. At 
the beginning of the Fifth Plan also the maximum per capita 
expenditure was of Punjab at Rs. 230.34, the lowest was of Bihar 
at Rs. 81,98, the levels of Andhra Pradesh as well as Uttar Pradesh 
were improved considerably when compared to that of Bihar, In the 
terminal year of the Fifth Plan too the maximum was of Punjab at 
Rs.433,24 and the lowest was of Bihar at Rs, 147.39, 
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1961-62 1967-68 1974-75 1979-80 




Andhra Pradesh 


Madhya Pradesh 


Punjab 


Tamil Nadu 







disaggregation indicate for the period under study? Table 2 pre- 
sents these details, A glance at this discloses that in all the 


years more than two-fifths share of aggregate es^penditure has gone 
to development category. This proportion# on an average, has 
increased from 66.52 per cent in 1961-62 to 74,36 per cent in 1979 


80. Over the years, the difference in the percentage share that 
development group had in the overall expenditure had narrowed sub- 
stantially, Whereas in 1961-62 the proportion was lowest at 44 per 
cent in Rajasthan, and the maximum at 89 per cent in the earstwhile 


Punjab, in 1967-68 the lowest proportion was at 47 per cent, in 
Maharashtra and the highest was at 66 per cent in Punjab, Kerala 
and Karnataka. Against these, in 1974-75, the lowest proportion 
was at 65 per cent in West Bengal and the highest was at 74 per 
cent in Gujarat. In 1979-80 the lowest proportion continued at 
65 per cent and the highest has gone up to 80 per cent in Haryana. 
It is also to be observed that in 1979-80, it was only West Bengal 
has indicated 65 ner cent share. If this is considered as an 


As is the case of aggregate expenditure levels, the per capita 
development expenditure levels of different States also vary consi- 
derably, While at the beginning of the Third Plan period the per 
capita level was highest in the erstwhile Punjab at Rs.52.06 and 
w<as lowest in Uttar Pradesh at Rs.16.59; in the then followed 
years too Punjab retained its prime,, position with Rs.82.32, Rs. 164,84 
and Rs,337.90 as its per capita l^ClS, on.' the other hand. Bihar 
piRsnrrtfi'r! +-hp! 1 nwofit ’■be4?;".Ga.pit& . -.th© , three years, the , 
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Table 2 

Trends in Per Capita Expenditure on Development 
and Non-Development Heads 

( Rs . ) 


Development Non-Development 



62 

^^68“ 

1974- 

75 

1979- 

80 

62 

1967- 

68 

1974-' 

75 

^^80 

fendhra Pradesh 

28. 

,46 

30. 

29 

83. 

44 

184. 

15 

16 . 

54 

20. 

,59 

33. 

72 

66. 

,55 

Assam 

33. 

,42 

53. 

90 

83. 

45 

180. 

69 

23. 

74 

40. 

.53 

41. 

37 

59. 

,64 

Bihar 

19, 

,35 

32. 

19 

55. 

,61 

111. 

25 

&4 

,49 

20, 

.25 

26 . 

37 

36. 

,14 

Guj arat 

30. 

,24 

35. 

81 

123. 

,93 

247. 

12 

15, 

,76 

32. 

,79 

44. 

46 

75, 

.88 

Haryana 

- 


55. 

96 

158. 

13 

332. 

34 

- 


33, 

.51 

63. 

01 

81. 

,49 

ECarnataka 

35. 

.76 

52. 

94 

105, 

,14 

211. 

,08 

17. 

,03 

26 , 

.73 

48. 

12 

82. 

.70 

Kerala 

33. 

,00 

58. 

38 

112 . 

,05 

209. 

24 

15. 

,15 

30, 

,06 

47. 

39 

69. 

,60 

Nadhya Pradesh 

20, 

,43 

52. 

83 

83. 

,23 

183. 

23 

8. 

,13 

33. 

,69 

30. 

16 

52. 

,46 

Maharashtra 

32, 

,50 

37. 

,89 

125. 

,96 

274. 

,25 

20. 

.55 

42. 

.90 

64. 

83 

98. 

.49 

Orissa 

28. 

,68 

37. 

24 

81. 

.26 

173. 

,25 

14, 

.42 

25. 

.69 

38. 

26 

61 . 

.49 

Punjab 

52, 

,00 

82. 

,32 

164. 

.84 

337, 

,90 

6. 

,4l 

40. 

.99 

65. 

60 

95, 

.34 

Rajasthan 

28. 

,04 

41. 

.66 

92. 

.62 

202. 

,37 

24. 

.38 

35. 

.34 

44. 

13 

92. 

.65 

Tamil Nadu 

32, 

.31 

53. 

,01 

97. 

,09 

185. 

,05 

13. 

.26 

30. 

.88 

4l. 

49 

73. 

.58 

Uttar Pradesh 

16 . 

.59 

35. 

,48 

78, 

.35 

150. 

,19 

11. 

.38 

22, 

.12 

36. 

,63 

51. 

.64 

West Bengal 

25, 

,82 

35. 

,07 

75, 

.93 

159. 

,47 

14. 

.47 

24, 

.92 

4l, 

,23 

85. 

,84 
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A cross comparison of the rates of increases indicated by 
aggregate expenditure levels vis-a-vis of those indicated by deve- 
lopment expenditure levels discloses that the latter had assumed 
highest dimensions in the cases of all States for the periods . 
running from 1967-68 to 1974-75 as well as 1974-75 to 1979-80. 


Development expenditure comprises expenditures incurred on 
items such as education medical/ public health sanitation, agricul- 
ture, animal husbandry, co-operation, irrigation, electricity 
works. These can broadly be divided into those aimed at the deve- 
lopment of human capital, and those aimed at the creation and 
development of physical capital. The per capita expenditure levels 
attained by the States under these broad groups are presented in 
Table 3. An examination of this discloses that the levels of per 
capita expenditure incurred by the States under these two heads 
varied substantially for all the years. In 1961-62, the per capita 
expenditure used for human capital development was highest at Rs. 14,05 
in Kerala and was lowest at Rs,4.39 in Uttar Pradesh, Over the 
years across States, the level of per capita expenditure on this 
item had increased between five to nine times, the lowest being 
in Assam at 5.12 times and the highest at 9,07 times in Orissa. A 
comparison of the levels indicated by individual years indicate 
that in most of the States .maximum increases had taken place in 
the period running from 1967-68 to 1974-75, While the minimum and 
maximum levels indicated for the year 1967-68 were in the orders ; 
of Rs.5.24 in Bihar and Rs. 27.64 in Kerala, the corresponding 
levels in 1974-75 were in the orders of Rs. 19. 64 in Bihar and 
Rs,63.25 in Kerala,. And these ; in ..197.9-80' the levels pf 
Rs. 36. 82 and Rs. 104.88, .respectively,: ' V- - 
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Table - 5 

Trends In Per Capita Expenditures on Human 
and Physical Capitals 


State Hman capital Physical capital 



1961- 

62 

1967- 

68 

1974- 

75 

1979- 

80 

19^1- 

62 

19^7- 

68 

1974- 1979- 
75 80 

Andhra Pradesh 

7.89 

7.70 

31.54 

56.56 

20.57 

22. 59 

51.90 

127.59 

Assam 

9.68 

,17.11 

35.83 

59.72 

23.74 

36.79 

47.62 

120.96 

Bihar 

4.86 

5.24 

19.64 

36.82 

14.49 

26.95 

35.92 

74.42 

Gujarat 

8.23 

8.24 

37.18 

74.15 

22.01 

27.57 

86.75 

172.97 

Haryana 

- 

14,74 

41.55 

71.39 


41.21 

116.58 

260.45 

Karnataka 

8.23 

12.99 

38.40 

60, 06 

27.53 

39.95 

66.74 

151.02 

Kerala 

14.05 

27.64 

63.25 

104.88 

18.96 

30.74 

48.81 

104.37 

Madhya Pradesh 

6.95 

18.63 

30.48 

48.09 

13.48 

34.20 

52.74 

135.14 

Maharashtra 

10.53 

7.92 

44.97 

81.13 

21.97 

29.97 

80.99 

193.12 

Orissa 

5.34 

8.32 

27.93 

53.78 

23.34 

28.92 

53.33 

119.71 

Punjab 

12.95 

21.59 

51.68 

91.49 

39.11 

60.75 

113.16 

246.40 

Rajasthan 

8.54 

15.97 

39.01 

67.30 

19.49 

25.69 

53.61 

135.07 

Tamil Nadu 

9.49 

14. 11 

38.48 

62.91 

22.82 

38.90 

58.61 

122.15 

Uttar Pradesh 

4.39 

8.94 

23.76 

39.16 

12.20 

26.54 

54.59 

111.03 

West Bengal 

8.94 

14,35 

32.91 

63.37 

16.87 

20.72 

43.01 

96.16 
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As regards physical capital, the data presented in Table 3 
indicate that for 1961-62 the level attained by Punjab (Rs.39.11) 
was the highest and that attained by Uttar Pradesh (Rs. 12. 20) was 
the lowest. Like the ej^penditures used for human capital develop- 
ment, these expenditures too had increased substantially over the 
years. The rates of increases of this head vary from 410 per cent 
in Assam to 900 per cent in Madhya Pradesh. In 1979-80 the lowest 
per capita expenditure was at Rs,74. 42 areported by Bihar, and the 
highest was at Rs. 260,95 reported by Haryana. Unlike the rates 
of increases indicated for human capital expenditure, the rates 
of increases indicated for physical capital expenditure were not 
unifomly higher for any given period for all States. While the 
States of Andhra Pradesh, Assam, Bihar, Karnataka, Kerala, Madhya 
Pradesh, Orissa, Tamil Nadu and West Bengal report higher rates of 
increases for the period 1974-75 to 1979-80, the remaining indicate 
higher rates of increases for the period 1967-68 to 1974-75. 


The divergent patterns indicated by the two categories that 
come under the head of development expenditure suggest that some 
useful insight can be gained through a further disaggregation of 
these two broad categories. To attempt such analysis, it is 
important to ensure that the individual services are uniformly 
defined by all the States. In the absence of such uniformity, 
inter-state comparisons might end up with less meaningful infere- 
nces. In view of this, given the non— accessibility to individusl 
States' budgets, this comparison is restricted to three selected 
heads, namely, education, medical (inclusive of public health, 
and sanitation) , , and agriculture (inclusive of agriculture proper, 
animal husbandry and co-operaties)".'' ' The' per capita levels worked 
Pht for these three heads are presented", in Table 4. 
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An exarrii nation of Table 4 indicates that oven the years the 
per capita expenditures incurred by different States for education 
differed substantially. In the beginning of the Third Plan period, 
the lowest level was of the order of Rs.3,22 in Bihar and the 
highest level was of the order of Rs. 10.89 in Kerala. All through 
the period that followed, the levels attained by these two States 
remained as the lowest and the highest. In 1979-80 the lowestwas 
in an order of Rs.25.57 and the highest level was in the order of 
Rs.77.07. 

In case of medical the levels reported for 1961-62 were much 
lower than those reported for 1979-80. While in 1961-62 the lowest 
level of Rs. 1.18 was indicated by Uttar Pradesh, in all the 
remaining years the levels indicated by Bihar wore the lowest. 

They were in the orders of Rs. 1.64, Rs.5,08 and Rs.4.25 respecti- 
vely for the years 1967-68, 1974-75 and 1979-80. />iS far as the 
maximum level is concerned, it was in the order of Rs,3.17, reported 
by Punjab for 1961-62, Rs,7.44 reported by Rajasthan for 1967-68, 

Rs. 17.60 reported by Kerala for 1974-75 and Rs, 27.82 reported by 
Kerala for 1979—80, 


Turning to agriculture, at the outset it may be noted that 
the expenditure levels indicated for the final year of the present 
investigation are far above the levels indicated for each one of 
the earlier three reference years. comparative analyse of the 
levels indicated by the individual States for the four reference 
years individually discloses that in both the, years, 1974-75 and 
1979-80, the lowest and the highest levels were indicated by the 
same States, namely, Bihar and, Maharashtra. These were in the 
orders of Rs.2.33 and Rs.7.32, and RsilS.^l and Rs.38.24. In 
I96l-»62, while the "lowest., level . was Of tgo.' order of Rs.1,21 indicated 


•fB^ueg 
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by Uttar Pradesh# in 1967-68 the lowest level was of the order of 
Rs.2.08 indicated by Gujarat. Whereas for 1961-62 the highest was 
of the order of Rs,2«65 indicated by Maharashtra# for 1967-68 it 
was of the order of Rs.6,74 indicated by Tamil Nadu. 

4* Changes in Disparities 


Using the differences between the lowest and highest per 
capita e5<penditure levels relating to the four reference periods 
that have been discussed so far, it may be inferred that over the 
years the disparity in the provision of public services has widened 
quite significantly. For instance, the series related to aggregate 
per capita e 3 <penditure levels suggest that the inequality has 
widened from 1;,1 in 1961-62# to 1:2.42 in 1967-68# 1:2.81 in 
1974-75 and to 1:2.94 in 1979-80. But the use of such measure is 
susceptible to yield erroneous inferences# for it ignores the 
arrangement of the values that fall between the limits. The con- 
trasts of the arrangements indicated by different periods do not 
find any place in the use of this measure. For an analysis that 
aims to examine the changes in the distribution of a given pheno- 
mena# knowledge of the arrangement is essential. A simple measure 
that can take care of this deficiency of range measure is the fami- 

4 ' ■ 

liar dispersion measure# namely# the variance. However# this 
measure for a conparative analysis of two periods, may prove un- 
satisfactory, This is because it being a measure dependent on the 
mean level# one distribution may show much greater relative varia- 
tion than another and still end up having a lower variance if the 
mean income level around which the variation took place is smaller 
than with the other distribution.. , This, deficiency can be taken 

' ^For a comparative analysis , of/ yaribus measu'ifes _'of_ inequality 
refer Ct'.woll# F.A.# Moasurxn^[__]Cno2U^lit2# -.^.jnc-.-n# Phillip .^^.llan , 
Publishers# 1911 • ^ '...P.: 
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care through the use of a standardized variance such as Coefficient 
of Variation, This/ being independent of the unit of measurement 
as well as the mean income level can be used for a cross comparison 
of the behaviours indicated by two or more variables also. What 
does the use of this measure for the data presented in the above 
discussed Tables indicate? To facilitate easy comparison, the 
mean and the coefficients of variations obtained for different 
aggregates that have been discussed so far are presented in 
Table 5 . 

I?' 

Over the period under investigation the average per capita 
ej^penditure for all the fifteen States taken together has increased 
by more than five and half times, from Rs.44,81 in 1961-62 to Rs, 
281.68 in 1979-w80, The rates of increases observed for the three 
sub-periods that constitute this overall period of two decades 
indicate that the increases observed for individual sub-periods 
do not differ that significantly. While it was in the order of 
84 per cent for the period 1961-6 2 to 1967-68 it was in the orders 
of 89 per cent and 94 per cent respectively for the later two 
periods. The standard deviation of the per capita expenditure 
levels attained by different States has also increased over time. 
But relative measure shows that there does exist a change in the 
pattern of the behaviour. For the period running through the years 
the coefficient of variation has shown a continuous upward move- 
ment till 1974-75 - it has increased by about 5 per-centage points 
in the Third Plan period, and by about 15 percentage points in the 
Fourth Flan period. Against these, increases, this coefficient 
shows a decrease in the order of 5 per cent for the then followed 
period. It is true, this decrease may not- be classified as a sub— 
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Table - 5 

Means and Coefficient of Variations 


Expenditure Means (Rs. ) " Coefficient " of variation"^ 


group 

62 

1967- ■ 
68 

1974-' 

75 

1979- 

80 

'1961- 

62 

1967- 

68 

1974- 

75 

7979. 

00 

Total 

44.01 

77.05 

145.87 

201.60 

23.39 

24.02 

20.69 

27.50 

Development 

29.76 

46.33 

1ol.40 

209.44 

20.06 

3C.02 

30.33 

30.46 

Non-Development 

15.05 

30.72 

44. 47 

72.24 

34.88 

27.07 

26. 00 

27.90 

Human Capital 

0.55 

13.57 

37.11 

64,72 

32.51 

45.03 

29.21 

20.26 

Physical Capital 

21.21 

32.76 

'64.29 

144.72 

31.70 

30.37 

37.95 

40.69 

Education 

6.18/^ 

9.04 

: 24.53 

44. 12 

35.92 

62.27 

30.40 

31.10 

Medical 

2.37 

4.53 

12.50 

20,60 

26.39 

33.40 

30.15 

25.31 


Agriculture 


1.92 


4.44 


6.69 19.63 20.33 31.53 63.30 44.63 
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Draft fifth Five-Year Flan 1974-75, New 


stantial reduction. When compared to the magnitudes that the measure 
has attained in 1961—62 and 1967-68, the 27.50 size indicated for 
1979—80 causes some concern. But, if the pattern is to be taken as i | 
the guiding norm, the reversal in the direction of the disparity 
index may be taken an indication of the initiation of the envisaged 
convergence in disparities relating to public services. It may be 
recalled that as far as disparities relating to public services are 
concerned, the Draft Fifth Plan acknowledged the non-accoirplishment 
of any break-through in the plans that had adopted till then; and 
it was in that perspective the Fifth Plan ejxplicitly stated that ’I 

one of its prime objectives is to make a frontal attack on the 
problem of regional disparities in public services "by attempting to 


allocate adequate resources for social consumption for all areas - 

5 

irrespective of the resource constraints of individual States". 

Is this reduction observable across all categories or major 
heads of public services? Some insight into this can be obtained 
by analysing the behaviours of each of the heads that had figured 
in the earlier section. As far as the division is confined to the 
two broad categories, namely, developmental and non-developmental 
groi:ps, it may be noted that over the years the rates of increase 
indicated by the mean levels of the two groups differ substantially, 
Whereas the mean level of the development category has increased by 
more than 600 percentage points, from Rs. 29.76 in 1961-62 to Rs. 
209.44 in 1979-80, the corresponding increase in the case of non- 
development group was in the order of 380 percentage points cnly- 
from Rs, 15.05 to Rs.72.23. Similarly, the rates of increase for 
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the three sub-periods also differ substantial - while in the case 
of development category they were in the orders of 55 per cent# ' 118 
per cent and 106 per cent respectively# in case of non-development 
category they were in the orders of 105 per cent# 55 per cent and 
63 per cent. This increased dominance of the development category 
suggests that the overall behaviour of the State expenditures would 
run parallel to the behaviour indicated by the development group in 
particular* 




Over the years the disparity index relating to development 
expenditure group has not increased that substantially - it was in 
the order of just 5 per cent only. The time profile of this increase 
indeed discloses that much of the increase has taken place in the 
Third Flan period. During Fourth Plan period it has increased by 
just one per cent and during the Fifth Flan period it has remained 
at the level indicated by the Fourth Plan period. Turning to the 
non-development group# it may be noted that over the years the dis- 
parity index has gone down by more that 30 percentage points# from 
34,88 per cent in 1961-62 it has come down to 23,90 per cent in 
1979-80. This decline has not come through a smooth and un-dire- 
cti onal pattern# however. While in the Third Plan pbriod it has 
shown a decline in the order of 28 percentage points# in Fourth 
Plan period it has reversed its behaviour leading to a marginal 
4 per cent increase. Thus# it may be inferred that the period 
that has proclaimed war against regional disparities in public 
services# while the growth in the disparity index related to deve- 
lopment group was arrested# the index relating to non-development 
group was reduced considerably, , 






What does the behaviour suggested by the sub~groups belonging 
to development heads indicate? Confining to the broad groups belon 
ging to developmental category, it may be noted that over the years 
the average per capita e^roenditure incurred for the purposes of the 
development of human capital has increased by seven and half times. 
Against this, the average per capita ejg^enditure incurred for the 
purposes of the development of physical assets indicates less than 


six- fold increase. Across the three sub-periods the rate of growth 
indicated by the two heads differ substantially. This is particu- 


Fifth Plan periods. As far as the Third Plan period is concerned. 


the average expenditures of both these groups had registered about 
55 per cent increase each. In the Fourth Plan period while average 


related to human capital has gone up by 174 per cent, the average 


asset creation has gone up by a higher rate - while it has regis- 
tered an increase in the order of 125 per cent, the average related 

to human capital has increased by 74 per cent only. Lines 4 and 5 of 

■■■ Tablg 5 ■■■: ^ ' ■ ■ . , 

/gives an idea about the time profiles of the disparity indices 

related to these two groups. These indicate that during the Third 
Plan period while the index related to human capital has gone up 
by about 40 percentage points, the one related to physical capital 
showed a marginal 5 per cent decline. When compared to the levels 
attained by these two at the end of the Third Plan period, in the 
then followed period human capital disparity index has come down 
significantly and the one related to physical capital has increased 
substantially. Further it may be ■ observed that it was during the 
Four-th Plan period maximum reductiorV^incre^se, in the two heads had 


Turning to individual heads belonging <iO;} 3 unian and physl** • 
cal capital heads the data show that the average per capita e 3 <pendi~ 
tures under different heads do not indicate similar behaviours. 

Over the period^ while the average per capita expenditure on 
education has increased by seven times# the average related to 
medical care has gone up by more than five times. The average 
level related to agriculture and allied activities too indicate 
a nine-fold increase# from Rs.1.92 level indicated for 1961-62# 
this average level has gone up to Rs«19.63 in 1979-80. Across the 
sub-periods the rates of increase indicated by these three groups 
differ significantly. While in the cases of education and medical 
the period running from 1967-68 to 1974-75 indicate maximum increases 
in case of agriculture the maximum rise is observed by the period- 
running from 1974-75 to 1979-80. Turning to inter-state variations# 
the time profile indicated by the disparity index related to educa- 
tion runs parallel to the pattern indicated by human capital dispa- 
rity index. The index has shown a sizeable (58 per cent) increase 
in the period running from 1961-62 to 1979-80. When compared to the 
magnitude that the index has assumed in regard to education# the 
index pertaining to medical had assumed smaller dimension althipugh. 
the period. By and large, this smaller dimensionality of the medical 
disparity index holds good for the rates of increases also. The 
58 per cent increase in education disparity index had accompanied 
with a 11 per cent increase in medical disparity index, sitiiilarly# 
the 64 per cent reduction in education disparity coeffioiant has 
accompanied with a marginal 7 per cent reduction in medical disparity 
index. But the 16 per cent reduction -.in’ the medical - disparity coe- 
fficient indicated for 1974-75 to 197 9-,;80 has accompanied by a ■ 




marginal 3 per cent increase in the education disparity index. 
Following this it may be inferred that while in the p re 1974-75 
period the efforts were directed more towards the reduction of 
disparities related to education/ in post 1974— 75 period higher 
efforts were directed towards the reduction of disparities related 
to medical services. It may/ however/ be noted that in absolute 
terms the per capita expenditure incurred on medical services were 
always lower when corrpared to those related to education. In 
1979-8G v^hile the maximum amount spent for education was in the 
neighbourhood of Rs.77,07/ for medical services it was in the 
neighbourd of Rs,27,82 only. 

The time profile indicated by the index related to agricultural 
services deviate from the profile indicated by aggregate- physical 
services quite significantly (See line 8/ Table 5) whereas the 
aggregate index shows a near static position for 1961-62 to 1967-68, 
agricultural index indicates more than 50 per cent raise in inter- 
state disparity. Similarly for the period 1967-68 to 1974-75 against 
the 25 per cent raise indicated by aggregate indeX/ the agricultural 
index indicates laoro than 100 per cent raise. So far as thelastperlc 
is concerned while the aggregate index shows a -marginal (7 per cent) 
increase/ the agricultural index indicates 30 per cent reduction. 

It may/ however, be observed that across individual heads that 
have been taken up for investigation, the disparity index related 
to agriculture has assumed much higher dimensions in both 1974-75 


as well as 1979-80 


27 


5 • Relationship Base Levels and Changes In Ratss of Growth 


A reduction in disparity might take place either through a 
reduction in the rates of growth of the States that had ej<perienced 
higher levels of expenditures in base periods or through -an accele- 
ration in the rates of growth of the States that had experienced 
lower levels of expenditures in the base periods. Evidently the 
development strategy of the Indian economy does not purport a 
reduction in levels e3<perienced by any given region, but aims at 
improving the rates of growth of the States that had been observed 
to have experienced lov;er levels at a given point of time. Hence 
a comparative analysis of the rates of growth experienced by 
different States would be of considerable interest. However, such 
an examination does not facilitate to quantify the relationship 
between the rates of growth and base levels. An idea about this 
relationship can be formed through the use of rank correlation. 
Ranking the States according to the per capita expenditure levels 
experienced in 1967-68 and also according to the increments in 
levels over the period running from 1967-68, the rank correlation 
between the two sets of rank can be arrived. Similarly, the rank 
correlation between the ranks attained by different States on the 
basis of the per capita ejgsenditure levels they attained, in 1974-75 
and the increments observed during the period 1974-75 to 1979-80 
can be arrived. The magnitudes and the signs of the coefficients 
thus arrived can be used to form an idea about the process through 
v;hich the reduction/increaso in disparity has been achieved. If 
the reduction in the disparity has proceeded on the desired lines, 
these correlation coefficients should. .exhibit negative signs and 
also turn out with statistically significant dimensionso 



state 


Total Develop- 
expen- merit 
diture expendi- 
ture 


Non-deve-Human Physi- Educa-Medi- 
lopment capi- cal tion cal ture and 
expendi- tal capi- care allied 

ture tal 


Andhra Pradesh 

Assam 

Bihar 

Guj arat 

Haryana 

Karnataka 

Kerala 

Madhya Pradesh 
Maharashtra 
Orissa 
Purg ab 
Raj asthan 
Tamil Nadu 
Uttar Pradesh 


310 

130 

430 

101 

11C 

129 

1C7 

110 

275 

133 

499 

210 

351 

215 

505 

193 

132 

103 

157 

263 

196 

67 

170 

230 

129 

59 

115 

174 

64 

54 

50 

101 

46G 

170 

04c 

121 

235 

04 

323 

122 

140 

86 

123 

197 

144 

109 

179 

104 


Per Cent Re.tes of Increases of 1974-75 Over 1967-6^ 
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The per cent rates of increases observed by different States 
during the period 1967-68 to 1974-75 and the correlation coeffi- 
cients between the rankings obtained by different States on the 
basis of these rates and the rankings assigned on the basis of the 
per capita levels observed in the fiscal year 1967-68 are presented 
in Table 6« An examination of these data discloses that in the 
cases of all expenditure heads# exception being the case of agricul- 
ture/ the correlation coefficients had assumed negative signs* 

These suggest that the States which had experienced relatively lower 
ranks in l967-68had experienced comparatively higher rates of in- 
creases in the period running from 1967-68 to 1974-75. Subjection 
of these observed rank correlation coefficients to statistical 
significance tests,, however# discloses that of the eight correla- 
tion coefficients only three# namely# the coefficients related to 
human capital# education and medical# are significant at the 5 per 
cent significance level* It may be recalled that it was only in 
these cases the disparity index has registered sizeable reductions 
in that period. The observed increase can be classified as of 
insignificant order. In the case of physical assets through the 
correlation coefficient has turned out with a dimension it is signi- 
ficant at 10 per cent significance level. The disparity index has 
shown an increase mainly because of the substantially different per 
capita levels that the States of Punjab, Haryana# ‘^ujarat and 
Maharashtra had assumed in the fiscal year . 1974-75. The positive 
sign assumed by agriculture head indicates that only the States which 
had attained higher per capita expenditure levels in 1967-63 had 
experienced higher rates of increases in the period running from 
1967-68 to , 1974-75# causing , the disparity between the States to 
widen^ further. This and the negative rates of increases indicated 
by the States like Assam# Bihar# Madhya Pradesh and Rajasthan which 



30 


had low per capita expenditure levels in 1967—68 explain the per- 
ceptible increase in the inter-State disparity coefficient indica- 
ted by the fiscal year 1974-75. 

The- insignificant nature of the coefficient related to aggre- 
gated expenditure and of those related to development and non- 
development categories corroborate with the time profiles indicated 
by their respective disparity indices. The increase in the dis- 
parity index related to aggregate expenditure and the negative sign 
obtained for its rank correlation coefficient suggests that though 
the rates of increases experienced by States which had lower per 
capita levels are higher than those indicated by States which had 
higher per capita levels, the gap between the levels of the two 
groups too widened. 

The rates of increase indicated by different States during 
the period 1974-75 to 1979-80 and the correlation coefficients 
obtained for the ranking of these rates and the ranking obtained 
on the basis of the per capita levels on 1974-75 are presented in 
Table 7. Of the eight correlation coefficients presented herein, 
seven had negative signs. Of the seven coefficients which have 
negative sign, two, namely, those related to medical and agriculture 
are significant at 5 per cent level. These corroborate with the 
earlier drawn inference that the inter-State disparity in these 
two items was reduced considerably during the period running from 
1974-75 to 1979-80. The correlation coefficient related to education 
have had negative sign but the coefficient is in the close neigh- 
bourhood of zero. This explains the marginal increase in the 
disparity coefficient. A cross comparison of the rates of increa- 
ses observed for this head also indicates that the rates of increases 
witnessed by conparatively lower. per capita States like Bihar, 

Uttar Pradesh and Rajasthan do. not differ perceptibly from the rates 
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witnessed by States (such as Kerala, Punjab and Maharashtra) which 
had comparatively higher levels of per capita expenditures in 

1974 75, Turning to the two broad heads belonging to development 

category, namely, human capital and physical capital, the positive 

sign attained by the correlation coefficient related to physical 

capital suggests that the States which had experienced lower per 

capita levels in 1974-75 had not accelerated their rates of 


increases, causing an increase in the divergence between the per 
capita levels. The correlation coefficient related to human 


capital does show a negative sign* but magnitude— wise the coeffi- 


cient is not statistically significant. Given the behaviour indi- 


cated by the major con^onent of this head, namely, education this 
is not un-understandable. Similarly, the insignificant nature 
indicated by the development head explains the static behaviour 


indicated by its disparity index. Finally, the insignificant 


nature of the correlation coefficient and the decline in the dis- 


parity index related to aggregate expenditure may be explained in 


terms of the higher weightage that has been given to expenditures 


meant for the development of physical capital. 


Determinants of 


Variations 


An obvious issue that need to be examined in this context is: 


can the differences in the expenditure levels observed by different 


expenditure category be explained adequately by a set of quantifi- 


able factors? An answer to this can be sought through the use of 



multiple regression analysis, based on a priori theoretical and on 


acknowledged empirical findings. A set of variables can initially 
be identified as possible, :e>^ianatory variables for the observed 


variations;, and the significance of each one of the identified 


factors be approached; through 'Conventional statistical tests of 


■ 


i 
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Following the publication of the poineering work of Fabricant 
a substantial body of en^irical economic literature has been 
developed on the positive study of government expenditure at the 
regional governmental level. While majority of these were con- 
ducted for the variations observed by the constituent States of 


the USA and some attempts we're made with respect to Canadian 


situation also. In the Indian context the only study worth 


that by and large three variables# namely# per capita income, 
population density and urbanisation# are identified as the main 
contenders. These variables have reappeared in one form or another 
in almost every determinant study. In majority of these studies 
only per capita income has turned out as significant at convention 
levels of significance. The interpretation that can be assigned 
to this variable is not unambiguous; it can be interpreted both 
as a supply factor as well as a demand factor. Acknowledging the 
fact that the above mentioned three variables often fail to provide 


significance. Given the limited size of the data points this sele- 
ction of explanatory variables in the present analysis needs to be 
restricted to a small number. The use of the same set of explana- 
tory variables for all categories of. public services can be ques- 
tion«d, HDwever# for obvious reasons# this identification of 
individual factors for each functional category is kept outside 
the domain of the present only. 


34 




or rne variations, some recent studies ejcpe- 
rimented with a number of additional variables and based on the 
results cane to the conclusion that inclusion of variables repre- 
senting inter-government financial transfers and market loans would 
facilitate higher explanations.^ In majority these new variables 
are found to have most significant influences. But the manner in 
which these variable are inteerrated into the svstem annoars a*^ hno* 


1110 quBstxon to bs exainined is; if nono of the Fabricants trioca 
can be assigned with unambiguous uni-directional causal influences, 
why should they be included along with a variable such as federalti3. 
nsfers whose influence can be postulated unambiguously? 


A priori the quantum of expenditure observed to have been 
incurred by a State can be identified as a net resultant of both 


supply and demand factors. Demand for public services would be 


a direct proportional function of population. The structure of 


population. would also be identified as another demand factor. The 


latter however can be assumed to show close correlation with 


population size. Turning to supply factors, they can be equated 
with the possible sources of finances that a State can employ- 
Given the complex network of inter-governmental fiscal relationships 
characterising the public finances of the Indian States, the tax 
receipts that a State raises on the basis of its own efforts and 


the receipts a State gets from the Union under the heads of shared 
taxes and duties, loans, and grants can initially be identified 
as the primary sources. In addition, to meet the supply targets 


a) Sacks, S,, and Harris, R,,,/”The Determinants of State and 
Local Government Expenditures and Inter-Governmental Blows of Funds 
National Tax Journal, March,. 1964. , 



a State can raise funds in the form of market loans from different 
insUtutional agencies. Thus, if represents the 

expenditure level, population size, own tax receipts. Union 

transfers, and loans raised from market respectively of State i 
in period t. E . , can be visualized as a ‘Drooortionr^l ■fiinn+'i nn n-F 


xaDies® xt the influences of these can be popu 
ar additive forms, the relationship can be 


where u^^ is a random error terms, representing the influence of 
other minor and random forces, A priori all a's can be hypothesi- 
zed to have positive signs. Then, division of (l) throughout with 
population yields the relationship as: 


An obvious advantage of this kind of specification is that 
it would facilitate pin-pointing the contributions of different 
of sourpes of finances and thereby prove useful for many of the 
policy purposes. 


can oe seen that this exercise is restricted to major categories 
of the expenditures. The individual heads, namely, education, 
medical and agriculture are excluded from this mainly in view of 
the fact that neither the provision of Union transfers nor the 
the supply of market loans: does ' a priori ensure the purpose for 
which the raised funds are being used. It is. true that this 
assumption does not hold good 'for all categories of loans and 
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and grants that constitute the Union transfers, but such tied 
funds constitute a minor proportion of the aggregate transfers. 

It is well known that the realiability of a set of regression 
estimates can be ensured if and only if the data conform the a ■ 
priori assumptions made with respect to the behaviour of the random 
error term and the correlation between the chosen esqjlanatory 
variables. By and large the two specific properties that need to 
be examined are the auto-correlation nature of the error term and 
the raulti-collinearity of the explanatory set. In the present 
exercise, given the cross-sectional nature of the data the former 
issue may ignored - auto-correlation is generally visualised as 
a time series problem. So far as multicollinearity problem is 
concerned, a fairly good idea can be formed on the basis of a 
comparative analysis involving zero-order correlations of the ex- 
planatory variables and the multiple R of the estimated relation- 
ship. Such an examination applied to the data used herein indicate 
that zero— order correlations of the variables do not, in general, 
assume dimensions greater than the R attained by the regression 
relationship. This ensures that the obtained estimates need not 
be suscepted for their realibilities. 

Based on the dimensions of the R^ reported in Table 8 to 11# 
it may be inferred that the chosen explanatory set is able to 
aoeoant for fairly large variations indicated by the five expendi- 
ture groups that have been taken up for investigation. The 
exception to this generalisation, however, are the relationships 
obtained for human capital expenditure for the year 1967-68, and 
the one pertaining to physical capital expenditure for the year 


1961-62 


Table 8 

2£iS_^stimates of Eauation(2) ; 19 61-62" 


Expenditure group Intercept Own taxes Union Market 

transfers loans ^ 


1, Total expenditure 

15.9572 

0.9288 

0.6340 

1.0479 0.7283 

1.82 



(1.69881) (1,9121) 

(1.2469) 


2. Development 

16.8274 

0.6677 

0.2004 

0.3546 0.3853 

1.87 



(1.9798) 

(2.0010) 

(1.0841) 


3. Non- development 

0.8702 

0.4611 

0.6344 

-0.8765 0.6609 

1.94 



(1.8182) 

(3.2777) 

(0.1787) 


4. Human capital 

0.5723- 

0.5987 

0.1076 

-2.8076 0.5724 

1.73 



(3.2634) 

(1.9667) 

(0.9954) 


5. Physical capital 

16.2577 

0.6900 

0. 1082 

1.1637 0.3659 

1.88 



(1.1275) 

(0.3296) 

(1.7020) 



Note: * 


Figures in brackets are ratios. 




Intercept Own taxes Union 


12,9572 1.6701 0.6416 

( 3 . 2111 ) ( 2 , 3305 ) 


0.2011 0.6200 
( 1 . 0599 ) 


7.2782 0.8837 0.4144 

( 2 . 0954 ) ( 1 . 8564 ) 


1.9329 0.5408 1.82 

( 1 . 7096 ) 


Non ~De ve 1 opme n t 


5.2162 0.7864 0.2272 

( 3 . 7374 ) ( 2 . 0398 ) 


0.6280 0.3766 0.1512 

( 1 . 5904 ) ( 1 . 2080 ) 


- 0.6256 0.2505 1,54 

( 0 . 4096 ) 


7.9062 0.5076 0.2632 

( 1 . 7460 ) ( 1 . 7103 ) 






Expenditure Group 

Intercept Own taxes Union Market 

transfers Loans 


DW 

1 , 

'* " ■**»! 

r 

Total expenditure 

24.7902 

1.3900 

0.5900 

1.7129 

0.9105 

1.9 

f* . 



(5.7529) 

(1.9663) 

(1.5938) 


1 


Development 

19.2341 

0.9289 

0,3318 

1.7300 

0.9175 

1.6 

: ’ » 

i' 

i 



(5.4405) 

(1.5648) 

(2.2781) 



i. 

Non-development 

5.5551 

0.4630 

0.2570 

-0.0227 

0.8099 

1.6 

i 



(4.6029) 

(2.0578) 

(0.0498) 


' " ■ ■ ■ . . 'Ji 

' ' ' 1 

f 

Human capital 

5.4069 

0.4667 

0.4161 

-0.6987 

0.6375 

1.5 

1 



(3.7087) 

(2.6625) 

(1,2304) 


1 

' ' ;■ '1 

C; 

Physical capital 






■|i 

'tl 

■i 

-ii 





1979-8G 


Expenditure Group Intercept Own taxes Union 


38.6759 1.4649 1.3276 

(6.7095) (3.2752) 


2.5414 0.9075 1.72 

(1.9153) 


15.8222 1.0341 0.8424 

(4.8539) (4.8539) 


-0,6976 0.7230 1.63 

(1.0850) 


22.8549 0.4308 0.4853 

(4.1736) (2.5325) 


0.7772 0.5689 1.76 

(1,8950) 


21.7023 0.2881 0.4155 

(2.1804) (1.7416) 


Human capital 


2.4644 0.8003 1.83 

(1.7224) 


37.7875 0.7460 0.7292 

(2.8705) (1.5114) 
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As has been noted earlier, a priori all the coefficient esti- 
mates of the relationship are expected to exhibit positive infere- 
nces. An examination of the signs attained by different coefficients 
reported herein discloses that in almost all cases this a priori 
conjecture does hold good. The exceptions are the coefficients 
obtained for market loans in the relationships pertaining to human 
capital and non -development expenditure groups for the year 1961-62 
to 1967-68. 

Turning to statistical significances of individual regression 
coefficients the t— ratios given along with the estimates of indi- 
vidual coefficients disclose that for all the four years the 
estimates reported for own taxes are significant for all categories 
of expenditures. Similarly, exception being the estimate obtained 
for human capital ej<penditure pertaining to fiscal year 1967-68, 
and the one obtained for physical capital expenditure relating to 
the fiscal year 1961-6 2, for all e:xpenditure to Union transfers 
had assumed statistically significant dimensions. Some may not be 
classified as significant at 5 per cent level, but all, exceptions 
being the two estimates mentioned above are significant at 10 per 
cent level. So far as the estimates relating to market loans 
coefficients are concerned none of the negative estimates is 
significance level. Of the positive estimates, the estimates are 
not significant in only three cases, namely, those related to total 
expenditure for the fiscal years 1961—62 and 1967—68 and the one 
related to non-development expenditure for the year 1974-75. 

The interest of the present study does not lie in the statisti- 
cal significance of individual coefficients, but in the relative 
weights that the variables in question have been exerting on the 
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different expenditure categories. An idea about these can not be 
attained by a visual inspection of the coefficient estimates given 
in above mentioned four Tables. Estimates that facilitate such an 
examination can be arrived from the reported coefficient estimates 
by resorting to a conversion of these estimates into what are known 
as ’’beta coefficients". Such estimates obtained for the estimates 
that conform to the a priori conjectures of this study are presented 
in Table 12. An examination of this Table discloses that over the 
years# while the weights that own tax receipts and market loans 
have been placing on the expenditure levels were raising the 
weightage of Union transfers was declining. This behaviour is not 
inexplanable. Over the years# the federal transfers have become 
more biased towards the States with lower per capita incomes. 

A closer look at the results presented in Tables 8 to 11 dis- 
closes that the significance of market loans has become more clear 
in the post 1967-68 period. This and the increasing weight that 
this variable has been indicating suggests the need for a further 
probe into the nature of changes that have been taking place on 
this account. More particularly# one would be interested in 
knowing the extent to which this increasing dependence on these 
loans can be conceived as a contributory force for the observed 
decline in inter-State disparities. Evidently# if these loans are 
to be identified as a factor responsible for the decline in the 
observed disparity index# the data should xndicate that the States 
which had placed lower reliance on market loans in base years had 


^Goldberger# A.S.# Tonics in Regression Analysis # New York ; 
Macmillan Publishing Co», 1,968# pp.171-198. 
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Table 12 : Beta Weights of Explanatory Variables 


Expenditure Category 

Years 

Own taxes 

Union 

transfers 

Market 

loans 

Aggregate 


1961-62 

0.3420 

0.4052 

0,0308 


1967-68 

0.7779 

0.4526 

0.0141 


1974-75 

0.8536 

0.2177 

0.2145 


1979-80 

1.4659 

0.3055 

0.1679 

Development 


1961-62 

0.3846 

0. 1546 

0.0426 


1967-68 

0.5655 

0.4017 

0.1862 


1974-75 

0.7774 

0.1668 

0. 2952 


1979-80 

0.8026 

0.2354 

0.2814 

Non-development 

1961-62 

0.1840 

0.7760' 

NC 


1967-68 

0.9540 

0.4175 

NC 


1974-75 

0.9957 

0.3322 

NC 


1979-80 

1.1943 

NC 

0.2096 

Human Capital 


1961-62 

0.8239 

0.2570 

NC 


1967-68 

0.5483 

0.3339 

0.1373 


1974-75 

1.1075 

0.5933 

0.3332 


1979-80 

0.7798 

0.1080 

0.2999 

Physical Capital 


1961-62 

0.3460 

0.1067 

0.0214 


1967-68 

0.4541 

0.3568 

0.3447 


1974-75 

0.4875 

0.1534 

0.5202 


1970-80 

0.6974 

0.2454 

0.3286 


Note : NC = Not calculated. 





practiced higher rates of increases in the then followed periods 
That iS/ if the States are ranked according to their per capita 
market loans in 1967-68 and 1974-75, as well as according to the 
increments they had observed over the periods 1967-68 to 1974-75 
and 1974-75 to 1979-80, the correlation coefficients between the 


two sets of rankings should yield negative and significant coeffi 
cients. For the data under the study this seems to have been the 
case - while the correlation coefficient between the rankings of 


for the rankings obtained for the levels indicated for 1974-75 


play a significant role in bringing down the inter-State disparities 
in public services why is the decline in the inter-State disparity 
index not vividly shown? This can be explained in terms of the 
distribution pattern of the loans. Over the years, though the 
States that had practiced lower levels of per capita loans show a 
tendency to increase their levels, the quantum of loans going to 
them had not increased significantly. This is quite clear from 
the significant and positive nature of the correlation coefficients 
observed between the rankings of the per capita incomes and the 
rankings of the shares of market loans received by different States 
under study - these coefficients work out to be in the orders of 
0.6831, 0.4679, 0.6018 and 0,5679, respectively for fiscal years 
1961-62, 1967-68, 1974-75 and .l&78'^-79,' :: Had this biased nature of 
the flow of market loans ' been taken ;care, the prevailed regional 
inequalities would have been Corrected quite perceptibly. 


7. Conclusions 


In the recent years the empirical economic literature dealing 
with the developmental problems of Indian Economy is flooded with 
a number of studies, having a focus on the question of regional 
disparities. Surpringly, the specific dimension relating to basic 
needs (more commonly known as public services) has received rather 
limited attention. To fill in this gap an attempt is made in this 
study to analyse the behaviours indicated by the time structures 
of government expenditures undertaken by the fifteen major States 
that constitute the Indian Union. 

The aggregate expenditu es incurred on both the revenue as well 
as the capital accounts are taken together to represent the levels 
of public services provided by the States under study. With a view 
to understand structural changes that have taken place, the aggregate 
ej^enditure is initially decomposed into development and non-develop- 
ment expenditure categories. The development expenditure categoary 
in tuaaa is decomposed in two broad categories, namely, the expendi- 
tures used for the development of human capital. To examine the 
extent to which the repeated emphasis on the sem/ices such as 
education, medical and agriculture has been materialized, these 
three specific services are analysed individually. 

The time structures indicated by the expenditure patterns 
covering the period running from 1961-62 to 1979-80 did show that 
over years the average per capita level of aggregate expenditure 
has increased by more than five and half times. There was also 
a shift in the pattern of expenditure, more emphasis being placed 
on development expenditure. The share . of development expenditure 
has increased from about two-fifths' to more than three-fourth,, 
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Within th- development e3<penditure group/ the average per capita 
expenditure used for the development of human capital has increased 
by seven and half times, while that used for the development of 
physical capital has increased by six times. Between the two items 
that constitute the expenditure used for human capital development 
and relative importance of education declined in favour of medical. 
Against the seven fold increase observed by the average per capita 
expenditure on education, the average relating to medical has 
increased by more than nine times. In absolute terms# "tije average 
per capita expenditure used for medical was much smaller than that 
relating to education, however. 

Across the fifteen States that have been taken up for investi- 
gation, the per capita expenditures incurred on different heads 
in the four sanple years, namely 1961-62, 1967-68, 1974-75 and 
1979-80, are observed to vary substantially. In general, al through 
the period the per capita ej^enditure levels indicated by Bihar 
and Punjab were observed as the lower and the upper limits for 
almost all categories of expenditures. The only exception to this 
was the expenditure relating to education. Though for this category 
too the per capita level indicated by Bihar has remained as the 
lower limit, althrough the upper limit was given by Kerala, 

The time profiles of the inter-State disparity indices related 
to different expenditure categories indicate: 

(i) The index related to aggregate expenditure has moved up 
continuously in the period running up to the end of the Fourth Plan, 
the period covered by Fifth Plan shows a reversal in this trend t 
the index register about five per cent decline against the twenty 
per cent increase observed in the period covered by the Third and 
the Fourth Plans, inclusive of the three annual Plans; 


(li) The index relating to development expenditure category 
has not increased that substantially even for the period running 
from 1961-62 to 1979-80/ much of the observed marginal increase 
has taken place in the Third Plan period - the Fifth plan period 
contained the grov/th of this index; 

(iii) Over the years/ the index relating to non— development 
expenditure has come down quite perceptibly — much of this has 
taken place in the periods covered by the Fourth and the Fifth 
Plans; 

(iv) Of the two broad groups of development expenditures# while 
index relating to human capital has registered a clear downward 

trend# the one related to physical capital shows an upward movement 
the maximum increase in this regard has taken place in the Fourth 
Plan period; 

(v) of the two disparity indices relating to human capital# 
in relative magnitudes# while the behaviour of the one related to 
education run parallel to the behaviour indicated by human capital# 
the index related to medical services shows the decline more vividly 
in the Fifth Plan period; and 

(vi) Though the magnitudes the disparity index related to 
agriculture and allied services continued to exhibit relatively 
high inequalities - this index too has come down sizeably in the 
Fifth Plan period against the accelerated upward movement shown 
by the Third and the Fourth Plans periods. 
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The correlation analysis carried on the basis of the rankings 
of the levels that different States had achieved in reference years 
1967—68 and 1974—75 and the rankings that they get on the basis 
of the rates of increases observed for the periods 1967-68 to 1974- 
75 and 1974-75 to 1979-80 indicate existence of negative relation- 
ships between the two sets of rankings. These indicate that the 
observed reductions had not taken place at the expense of the States 
that had exhibited higher levels in the reference years/ but on 
the lines that may be considered desirable for the achievement of 
accelerated balanced growth. 

VJith the intention of formulating an idea about the means 
through which an acceleration in the pace of reduction in inter- 
regional variations in government ejq^enditures can be brought -in# 
several sets of ejq^lanatory variables were experimented. This 
determinants analysis disclosed that the variables representing 
States' own tax receipts. Union transfers and market borrowings 
would account for 80 to 90 per cent variation indicated for the 
per capita levels of gove.mment ej^penditures. 

The time structures of the estimates of the regression co- 
efficients and the beta weights obtained for the three ejp)lanatory 
factors show that over years the significance of market borrowings 
in particular has increased quite perceptibly. The coefficients of 
variations worked out for these three variables for the four years 
under study are presented in the following Table, An examination 
of these data reveals that over the years the disparity indices 
relating to Union transfers and market loans have moved in opposite 
direction, indicating that the benefits that have been accrued . 

because of the changes brought in regard to Union transfers v/ere 
counter-balanced by the increased^ disparity in market borro^^^ings. 
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13 : Coefficients of Variations o f t he Explan atojrv 
Variables “ ’ 


Year 

Own tax 
receipts 

Union 

Transfers 

Market 

loans 

1961-62 

32,54 

31.94 

67.87 

1967-68 

36.34 

36.25 

60.10 

1974-75 

47.81 

28.06 

65.32 

1979-80 

50.15 

14.79 

82.97 


The correlation analyse that has been conducted with respect 
to the behaviours indicated by market loans disclosed: 

(i) the ranking that the States get on the basis of their 
borrowing levels in base levels are inversely related to the 
rankings that the States get on the basis of the rates of incre?* 
ments in such borrowings; and 

(ii) the rankings that the States attain on the basis of 
their percentage shares in aggregate sums of market loans are 
positively related to the rankings that would be attained on the 
basis of the per capita income levels. 

These variations in the correlation nature indicate that 
though the States which had experienced low levels of market 
borrowings show a tendency to go-in for higher levels of borro- 
wings, presumably to meet their public services' supply targets, 
the distribution, of market loans has not facilitated filtering 
of higher quantum of loans to these States. This inherent limi- 
tation of the market loans, , given the /resource constraints of the 
States explain the non— obseirvance i.o;f a visible reduction in inter* 
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State disparities in government expenditures. No doubt the Union 
transfers had played a decisive role in bringing down the dispa- 
rities. Had this been coupled with similar nature in regard to 
market loans the results would have been more pronounced. 

Based on above findings it may be inferred that if the pla- 
nning process aims at a rapid reduction in the inter-State varia- 
tions in public services there exists a timely need to identify 
the methods through which the currently observed disparities in 
the distribution of market loans could be corrected. In particular# 
there exists an urgent necessity to make the distribution of these 
loans oriented more towards the less developed regions. Given 
the organisational structures of the agencies from which the 
States have been contemplating these borrowings the warranted 
adjustments in market borrowings are not infeasible. 


NBB 
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state disparities in government expenditures. No doubt the Union 
transfers had played a decisive role in bringing down the dispa- 


market loans the results would have been more pronounced 


nning process aims at a rapid reduction in the inter-State varia- 
tions in public services there exists a timely need to identify 
the methods through which the currently observed disparities in 
the distribution of market loans could be corrected. In particular# 
there exists an urgent necessity to make the distribution of these 
loans oriented more towards the less developed regions. Given 
the organisational structures of the agencies from which the 
States have been contemplating these borrowings the warranted 
adjustments in market borrowings are not infeasible. 




Dr. P.R. Panchamukhi 
Bombay University 


In this note, an attempt is made to a) provide some 
insights into the trends in disparities in respect of social infra 
structure, particularly education, b) to construct a composite 
index of educational development and c) on the basis of the index 
constructed with different methods, to identify distinctly 
advanced and less advanced states. Some observations are also 
made about the factors for such differential developments. 


and pattern of public expenditures. Tnis mign^ oe uu« uu 
one may call the » intergovernmental demonstration effect with res- 
pect to resource efforts. The institutional framework obtaining 
in the country leads further strength to the operation of this 
demonstration effect. The continuing pressures on the finances 
of the states, tendency towards centralization sources of funds, 
(like widening of the net of additional excise duties), persistent 
stipulation from the Planning Commission for the states to increase 
ARM, mechanism ^f reassessment of the non-plan resources by the 
Finance Commissions, etc. are some of the aspects of the institutional 



framework, which may be relevant in this context 


ii) Since the political pressures for the comnarable service 
standards are not likely to keep race with the operation of the 
inter-governmental demonstration effect with resnect to the 
resource efforts and also the pressures from the institutional 
set up, the states have been by and large heterogenous in respect 
of the levels of different government services. 


iii) Even in case of the total service levels (provided botn 
by the government and other sources) , the states are in general 
found to be more heterogenous in respect of economic Infrastruct 
than in respect of educational services of social infrastructure 


iv) If we consider two services, education and health from 
social infrastructure, then it is found that the states are more 
heterogenous in respect of the indicators of health levels than 
in respect of the different indicators of education. 


Vi) Do the conclusions (ill) and (v) reiiec 
overtones of our socio-economic system? ^.hus, 
avp. Iasc; hfiteroeenous in respdct of education 
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educational level of an individual is a positive function oi 
socio-economic status of his family b) more educated are more 
mobile than the less educated, c) Mobility for the purpose of 
3ob is likely to be greater than mobility for the purnose of edi 
cation. In this background, it seems to follow that the elitis 
pressures in each state are likely to get the provision of the 
facilities for education within the borders of the state itself 
Since mobility for the purpose of education is likely to be hig 
at higher levels, the states are more heterogenous in resoect o 

higher levels of education. This would be evident from the 
comparison of the coefficient s of variation for the combined In 
of education at different levels, worked out on the basis of 

different methods . 


to get large 
may get more 


s, to attempt was made by us to develop oomposi 
of educational development by using two methods: a) 
the average of Inter-correlatlons among different c 
of education as the weights for the particular indi 
method was used by the united Nation's Institute fc 
Research for measuring social development and b) bj 
method suggested by KS lengar and Sudarshan in soms 
The education Index is developed by considering th. 
as the basis: ctata's value of an Indicator - Mlffl J 

' ' ^ I''' KaxM^ 


of 'pian outlay 



on a particular educational level is taken as the weight 


4. For elementary education and secondary education, the 
composite indicators based upon the two methods are worked out. 

The average correlation method is used to present also the compo- 
site index of education as a whole. Even though the choice of 
the relevant Indicators for constructing the composite indices 
is debatable, certain common basis emerges for classification of 
states as less educationally advanced, more educationally advanced 
and with medium level of educational development. 


Thus, on the basis of both the methods, we get the class! 


fiOfition given in the Appendix II 


6. In 1970-71, Mahtrashtra, Assam and Tamil Nadu emerged as 

the most advanced states in respect of elementary education, 
particularly, the latter two states. UP and Bihar emerged as the 
least developed in this respect on the basis of both the methods. 


7. In 1976-77, (the latest year for which data could be collected) 

Maharashtra, Kerala and Jammu & Kashmir, were identified as most 
advanced in elementary education. A.P., Bihar and West Bengal 
were identified as the less advanced states in this resoect. 


8. In respect of secondary education, Maharashtra and Jammu 

& Kashmir were more advanced in 1970. In 1977, Maharashtra was 
the only state which was common in the list of advanced states 
as per the identification by two methods. Bihar was the common 
less advanced state in 1970, and in 1977, W. Bengal, IJ.P., Haryan, 
and Bihar were the common less advanced states. In both the 
years under consideration, and in '.respect of both elementary 


education and secondary education, and on the basis of both the 
methods of measuring educational development, Maharashtra was the 
most advanced state and Bihar was the least advanced state. 

9. Do experiences in the two states help in understanding why 
education develops in the way it has? Though categorical conclu- 
sions may be difficult, the following aspects may be worth con- 
sidering. Maharashtra inherited from the British one of the most 
developed formal educational systems. Being the industrially and 
economically advanced state, uressures for educational development 
from within the state were more distinctly felt. This was also 
the state where leadership induced reforms for education (like 
passage of com-pulsory primary education acts, effective positive 
discriminatory measures) were introduced vigorously. Maharashtra 
is identified as one of the revenue surplus states (on non plan 
account) in the country, indicating higher cauacity to spend on 
education. The state also has the efficient administrative set 
up to implement the various educational measures, in contrast, 
Bihar does not seem, to uossess these favourable features. Does the 
above suggest that educational development is => more a dependent 
variable, being influenced by the economic factors? Hence, in 
order to reduce disparities in respect of social infrastructure, 
can reduction in disparities in economic level be considered as 
the pre-requisite? 
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Table 1 


Inter~State Disparities with respect to Social Infrastru - 


ctures Coefficients 

of Variation 


Health 

1960 

1980 

1. Govt. Exp. on health per capita 

355.36 

78.35 

2. Hospital beds per lakh people 

36.41 

74.64 

3. Hospitals per 1000 Sq,. Km. area 

- 

144.63 

4. Index of health consciousness 

)based 69.50 

- 


) on 

5. ■ " Public Sector’s role in OFac- 284.63 

health Hor 

)analy- 

6. ” " medical facilities )sis 21.74 

Sdxication 

7. Per capita exp. on education - 37.51 

8. Per pupil education exp. - 20.92 


9. Educational level (1960-61) 
(Factor Analysis -based) 


35.89 





— 


IsiiiiiSilpi 


TaVle 2 


s in Education 


(Coefficients of Tariation 


1977 


1. Primary Education I.S. Index 

Elementary Education 
Combined Index 


a. No. of Schools per lakh peonle 

b. % of non single Teacher 

c. Ay. Annual Cost per pupil 


d. Teacher per 1000 pupils 


e. Enrollment ratios 


Schools with 

adequate accommodation 30,7 


Comb Ined Index 


Ii; Middle 


a. Schools per lakh pupils 

b. Av. Annual cost per pupil 


d. Enrolment ratio 


T.S. Index 


Combined In^^ex 


a. Schools per lakh people 

b. Annual cost par pupil 

c. Teachers per 1000 punll 


d. Enrollment ratio 


contd 


, . , c ontd . 
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1970 

1977 

IV. College General 

Combined Index 

18.9 

22.5 

a. Colleges per 10 

lakh people 

30.8 

53.0 

b . Cost per pupils 


22.6 

18.8 

c. Enrollment per : 

10 lakh people 

42.7 

52. 0 


V. Colleges - Professional Combined Index 

48.5 

40.5 

a. Av. Exp per pupil 

49.2 

51.2 

b. Institutions per 10 lakh people 

41.2 

37.9 

c. Enrollment per 100 lakh people 

28.0 

37.1 

Literacy rate 

1971 

31.86 


1981 


29.92 


States 

Table 3 

1-4 < A-i&x 
Weithred. Indjejc 
Elementary 
Education 

1970-71 

1976-77 


m rr: 

(3) 

A.P. 

1 4 l 

100 

Assam 

282 

220 

Bihar 

100 

129 

Gujarat 

234 

249 

Haryana 

129 

127 

J & K 

273 

285 

Kamat aka 

228 

283 

Kerala 

281 

285 

M.P. 

189 

200 

Maharashtra 

306 

280 

Orissa 

259 

309 

Punjab 

229 

249 

Rajasthan 

193 

1 56 

T.N. 

262 

239 

U.P. 

138 

183 

V.B. 

171 

132 








Primary Middle 
Education Edn. 



Table 6 


Primary Middle 




Tabla ’r 


Hlassi -fi nati nr. S+.P)t.f>Q 

I-S Index based ranking 


'banking as per Average 
Correlation based Index 


Elementary Education 


Px*imarv Education 


Middle 


1 st F ive 
1970-71 


Mahara sht ra 
Assam 
Kerala 
J & K 

T.N. 

2nd Five 

Orissa 

Gujarat 

Punjab 

Karnataka 

Rajasthan 


J.-2.7 67 .7.Z. 


1 st Five 
J-971 


.. 1 .9 17 


.1210- 


J..2.ZZ. 


Orissa 
Kerala, J&K 
Karnataka 
Maharashtra Assam 


Rajasthan Karnataka 
Maharashtra Kerala 
Keid.a,T.N. T.N. 


Orissa 

T.N. 

Rajasthan 


Maharashtra Assam 


Punjab , Gujarat Punjab J & K 


T.N. 

As sam 
M.P. . . : 

u.p. : 
Rajasthan 


2nd Five 
J & K 

M.P. 

¥.B. 

Karnataka 

A . F, 


M.P. 

Gujarat 

Orissa 

Punjab 

Assam 


Punjab 


Kerala 


Orissa 
J & K 
Kerala 
Rajasthan 
Maharashtra 


M.P. 


Maharashtra Punjab 


J & K 

M.P. 

Haryana 


Assam 

U.P. 

Haryana 


M ■ 

It 


Six 

M.P. 

¥.B. 

A.P. 

U.P. 

Haryana t U ihar 

12LZ,g. 

1 st Five 

Mahara sht ra* 

J & K* 

Assam 

Kerala 

T. N. 

2nd FivA 
Punjab, W.B. 
Haryana 
Rajasthan 
Gujarat ,A,P,, 
Karnat aka* , M, P , 

3rd S-i-y 
Orissa 

U. PjBihar* 


¥.B. Orissa U.P 

Bibar Gujarat Haryana 

Haryana Haryana Rajasthan 

A.P. U.P. Bihar 

Bihar ¥.B,A.P. 

Secondary Education 


1977 


Kerala 
Mahara sht ra 
Punjab 
J & K 
Gujarat 


T. N. 

Rajasthan 
Orissa 
M.P. , Assam 
Karnataka 

¥.B,A..P. 
Haryana , ; 

U. P. ■ 
Bihar 


1970 


¥.B. 

Gujarat 

A.P. 

Karnataka 
U.P. , Bihar 

1222 


Gujarat 

A.P. 

T.N. 

Karnataka 
¥.B , Bihar 


Rajasthan 

M.P. 

1 

Mahara sht r a* 

Rajasthan I 


M.P. 

Orissa | 

li'/i 

A.P. 

Maharashtra | 

41 

Gujarat, J&K* 

Kamat aka 

Orissa 

A.P. I*' 

Assam 

T.N. 

U.P. 

Gujarat .'l-j- 

T.N. 

Keralci p' 

Karnataka* 

Punjab 1 

Kerala 

J&K ■! 

:¥.B.‘'\ 

Assam j 

Punjab 

U.P. 


Haryana , Bihar* Haryana , ¥ , B . , B ihar 


I 



ties with respect to economic 


Village 

tota.1 


Area under HYV seeds of foodgrains 
as °io of total area under foodgraini 


1970 

1980 


1977 


ion I 


it i e s wi th r es nect to certajii 
^0-. o-.eoonomi c variables ■ 


5, Per capita plan outlay 







tl^GlUHnL DlSP.iliriSS 


turvedi 


cliffar vjidely. These include conputf.tion of 1 
conposita backwardness indices based on -levels 
of industrial' davelopmentl , Computation of a 
Social- Sc ononlc Synthetic Index2 and a simple 
measure based on- per capita income* ihile the 
composite indices are indicia tive of existing 
infrastructural support and quality of life, 
no objective yeardstick can be laid for their 
selection and the weightage allocc.ted to various 
factors used in the computation are debatable. 

In this paper we have used state per c&pitc. 
income as a -measure of levels of economic 

development. Thirteen states -were selected 

for study during the period l960-6l to 1-97&-79.. 
This selection excluded smaller states and 
those with' predcjniinantly hill tract. Punjab 
and Plaryana-'were combined 'for the purpose of 
this study since -for: the. .initial period 1.^0-.6l 
fnr Harvena. does not exist. 




2.1 t'er c&pita income of these, states is 


ycor. 

m 


iven 


Percentage 

income 

increase/ 

decrease 


Per capita, income for 
the' trienni um ending 

. 1962-63' l97&^-79 


H, Name of 
State, 


1 . *\ndhr 


Piaharashtr. 


Punjab 
Rajasthan'. . 
Tamil' Nadu 
Uttar Pradesh 
\ifest Bengal 
.-.LL INDIA 


Coefficient of 
variation 

Note : Ber capita 
income hata 
taken from 


Karnataka , ^ 

West Bengal 


1960-61; aid 1978-79 Qujarst, 
Aab-ferifeiia. Tanil 


3 


R&nk; 


in cornel 


HQry&na c.nd Kamatska showed rates of growth higher than 

the ciVerage. Two states with the poorest rate of growth 

in t-iis period were Madh/a Pradesh and fihsr* Gujarat 

also showed a very low rate- of growth. It was significant 

that all states with below average per capita income 

recorded a below average rate of growth’ also. 

y of 3»1 Ranking of states was done in ascending order of per 

- according 

capita ■ capita income of these thirteen states. Low per capita income 
states of Madhya Pradesh, Bihar, OrisSa and Uttar Pradesh 
all along occupied ranks' between 9 to 13 during this ■ 
period {Table II) . ^ 

Table II 

Ranking of the 13 Indian States in ascending , 
order of per, capita income 1960-‘61 to. l97^--79 




»60- 

»6i- 

' 62 - 

’63- 

’64- 

’6?- 

’6B-. 

'69- 

’79- 

’71- 

’72- 

'73- 

'74- 

'75- 

'7B 

, S.lf, 

. Stats 

^61 

’■62. 

'63 

•64 

’65 

’6B 

’69 

(70 

’71 

’72 

'73 

'74 

'75 

'76 

'7S 

t *• 

Andhra Pradesh 


B 

7 

7 

7 


B 

:M:- 

B 

7 

mm. 

7 


7 

7 

: 2;^: 

Bihar 

13 

13 

12 

13 

13 

13 

13 

13 

13 

13 

13 

13 

13 

13 

13 

3. 

Gujarat 

4 

2 

2 

2 

1 


4 

' 4 

2 

::i3:^ 

6 

3 

6 

3 

3 

4. 

Karnataka ’ 

6 

'6 

5 

6 

6 

6 

5 

c 

5 

5 

5 

4 

:'l3:l 

4 

4 


Kercila 

10. 

9. 

B 

10 

12 

9 

7 

7 

9 

B 

7 

9 

B 

9 


■6. 

fedhya Pradesh 

■9 

11 

10 

11 

11 

10 

11 

12 

12 

10 

11 

10 

10 

10 

12 


Plaharashtra’ 

1 

1 

1 

1 

3 

2 

;:::V2';' 

2 

3 

2 

2 

2 

2 

2 

2 


Orissa 

12 

12 

11 

9 

111 

11 

9 

11 

11 

12 

12 

11 

11 

11 

10 

r 9. 

Punjab 

3 

MM^:: 

■ 3 

3. 

2 

1 

1 

1 

.1 

1 

1 

1 

1 

1 

ill 

10. 

Rajasthan 

7 

7 

13 

, B 

B 

7 

10 

9 

6 

9 

9 

B 

9 

B 

B 

11 . 

Tamil Nadu 

5 

4 

4 

.4 

4 


6 . 

6 

7 

6 

4 

5 

iiii 

6 

ill 

12. 

Uttar Pradesh 

11 ^ 

10 

9 

12 

10 

12 

12 

10 

10 

11 

10 

'Iiii 

11 

12 

9 

13. 

West Bengal 

MM- 

ill 

6 

4l| 

iiii 

4 

5 

3 

4 

4 

3 

6 

4 

ill 

6 
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Kornatcko, andhpc Pr&desh and Tamil Hadu which occupied 
rc.ak oetween 5th to 4th in 1 960-6 1 , ihidhrs Pradesh continued 
to re -ain in this £;roup thro.ughout. Tamil Nadu showed ' 
fluctuating trend but was an average middle group state 
even in l97^-79.« Karnataka improved its position and v^as 
placed along with the four 'states with above' average income 
i.o.j Punjcbj Maharashtra; and Gujarat, Punjab and Maharashtra 
continued to occupy rank amongst first three during this 
period* V/est Bengal which was second in terms of per capita . 
ihcoraa in l960-6l, joined the middle level group of states, 
and was replaced by Karnataka. , . . , 

4*1 iii order to study convergence/divargence of the per 

.re ment of '' ' ■ i 

rge nce/ -capita income of states towards All India average, per capita, 
■ Kence of - . ' : / 

• income for the triennium periods 1 960-61 to 1 962-63 and 
^ of -per 7 ' k ^ 

in coma : 1 076-77 to 197^~79 Were reduced in a scale of lOO {All India 


average). The results are in Table III. 

. Table III 



£ 33 as than 

-<ndh ara Pradesh 
.".amataka 
Tamil Nadu; 


i.u- 



5 


it will be observad that except for West Bengal, Gujarat and 
Twiiiil Nadu, none of the states showed a convergent trend* 
4«^ ■ , The ratio between the highest and the lowest 
average per capita, income fo.r the t wo trienniums ending 
1 962-63- and 197B-79,' deteriorated from 1.^3 ( 1960^-61 to 
1962-63) to 2.63 ( 1976-77 to 197^-79).* Unweighted' , 
co~eficient of variation showed a substantial increase 
from 1 9.6 to 29 . 3 . 

Trends in 5*1 number .of conclusions can .be drawn from abpve, 

regional ■ ^ 

, ine..aualit..ies : .Eirstly , regional inequalities as measured by co-efficient • 

of variation and ratio between per capita income .of highest 

state to per capita income of lowest' state' have increased. 

S econdly , all states with below average par capita income 

in the beginning also showed less than average growth rate 

during the above period. Thirdly , except for Gujarat, 

Tamil Nadu and Nbst Bengal, none of the states showed a. 

tendency towards convergence to average per capita income. 

Fourthly, the list of .five poorest states and four richest 

states showed only one change each during this period. 


Fifthly, ‘low income, states of- Bihar and Madhya Pradesh were 
two states with' poorest per capita income growth' in this ' 
period. -All these 'are indicators of widening inaonie dis- 
parities. However, there hcis oeen a. slight mooility in 
ranking of states by per capita, -income, noticeably.- of 


Karnataka. 


We now turn to the explanation for these 


: - ^ °^gparltlea. Firstly,: tha initia intar stato gap in per 


6.1 

M. 

-d 

incomes -was so highfe that, inspite of the fact that 
thei^ pf.per pa:pita income did not improve, 




7*1 Socondly, par c&pita state plan investments were 
generally rAore in richer states and less in poorer states. 

study of correlation between par capita state plan 
expenditure and per capita income in the, first year of the 


mcoiA' 


Flan showed incr^ 


I?th 

3 years Plan 
.annual ’ 69- 


1, iindhra Pradesh 33 


13. West Bengal 54 4« ■ 

Corefficient showteg , _ 

positive correlation - - . 

between per capita plan_, _ ■ . , , 7 ';. .. ' 

expenditure and per capita mcome 
in first year of tlio Pl an. . — ___ — 

• Sourcei Statistical Dis^y>, 
' Statistics,. State. .. 

Commercial bank. S.-l , Thirdly } ,Phr.; boP^ 





income 


Table V 


Statewisa posit 
cor.uiercia 1 banks a s 


n of, all scheduled 
t- the end of June 19^1 


Population Per 


Deposits Credit (in lakhs) .capita 
in lacs (in lacs) as per*Sl deposits 
Hs. Rs, ■ census Rs* 


h 211576 14969^ 534 396 

176487 ' 70422 $9B 253 

287741 1 62265 - 340 846 

202966 156976 37O 548 

1 565 95 114784 • , 254 617 

6. Madhya 'Pradesh 127559 78386 * 521 245 

7. Orissa 47219 32125 263 18O 

8. Punjab 717103 93747 l67 4294 

9. Rajasthan 92075 65235 341 27O 

163656 259442 .483 546 

11. Uttar Pradesh 395948 16O8O9 IIO9 357 

12. West Bengal 461474 26O248 545 847 

13. Maharashtra 748212 595803 62? 1249 

All India 4068271 2709506 6838 595 


iindhn 


Kamatak 


10. Tamil Madu 


Reserve Bank of India Bulletin. 

Punjab does not include Haryana. 

itates ^hich had less than average per capita income, 

•ala got more than average credit. Higher income states 

.mri Puniab had advances fpr higher than 








to poorer states^. It v therefore, appears that while 
higher per capita State Ilan investments and commerpial 
lank credit have gone to economically tetter off states, 
investment in Central (k)vernmeht Undertakings have Tieen 

more progressive. i. 

^ 9.2 Apart from above, private investments and 

other central and state investments along with 
efficiency of inve'istments (’xcide trends of growth in 
State income. A variety of other factors, too, aontnbute 
to the economic growth process. Social xnfra-«tructure , 
including education, plays a dominant role an aaj long 
team development strategy. In the short-term other 
factors may play a more dominant role. 

. ..V f.otora in 10.1 In cr der to .tady the offset of In^eaWts and 

their efficiency, we iientifled three toy factors .which 
go towards generating increased incomes. Earlier studies 
hSFe revealed that consumption ofpower In the Industrial 


income genera 
on: 



uO naye a better/Talae^ k portion of industrial 
sector does not consume power, hut with increasing use 
01 power for all machines such sector was not expected 
to he yery large. Also, for its raw material requirements 
this non-power using sector would be possibly dependent 
rn other sect) rs and aonsequently 'more along with it if 
raViT materials were in short supply* Service sector 
income could be expected to grow along with requirements 
in other parts of the economy. 

10.? Eegression equatio n between total' state income as 
dependent variable, and state power consumption, state 
gross cropped area and fertilizer consumption as independent 
variables, for the period 1963-64 to 1-965-66 and 


thirteen states. The results are as Allows 


For 1976-77; H =12.43 ^1. 845X3 + 66.34X4 + 2i26X5 

to (9.39) (3.12) (2.72) 

1978-79 Bg , ^.37 , 

Note: Figures in bracket indicate "t" values. The co- 
efficient are significant at 5% .o nfidence interval 

Where Xl = State income at I96C-6I price in crore Rupees. 
X3 = State ppwer consumption in crore KW. 

X4 = State Fer till zer consumption in lac tonnes. 

X5 = Sta'tB gross. cr,opped( area in- lac hectares. 



10.3 In the initial years income in the primary 
sector was explained primarily by two factors; Gross 
irrigated area and Gross : err' pped area.; In the ter 
years since intensity of irrigation aL so assumed Importance 

due tc wide-spread use of chemical fertilizers 5 the 

better explanatory Tariables were fertilizer and gross 
cropped area. Actual regression also supported this; 


tncome due to 





SQiartej Eleventh Aniaual Electric Power Surrey of India, 
Central Electric Authority, 1982. 

11.4 Considering the .progress made in periods '75-' 76 
to '80-'8l, the above estimates for energy arailaTiility 
in ’81-^82 were rather ovef optimistic. In case the- . 
backward states could get this backlog of power, most of 
them .would lie, in a far lietter position to genemte- adatio 
noT TAnrmAa and.be All-India eve rage of per ’ 

cease its pe»-.. 

> 61 pri«es)ar]d ' 


capita* 


availaliility of power... Ihe All India power survey 
indicated the following gap for the year 1978-79* 


Table ¥11 

Projected Energy Availability, 
and Requirement in 1981-82. 


Avail- 


State 


T.Andhra 
Prade sh 

2. Bihar 

(edcludi ng. 


ability ment' 


r 7 Surplus+Ve 

Re qui re - Bef i ci t -Ve 


10,C99 


3 , 74 ^ 


8469 

3950 


for. 

1981-82 


-j- 1636 
- *210 


Actual 

Availa- 

bility 


Actual : 

Availability 

in 


in>80->81 1975--76 


6613 .. 5781 


2064 


5781 

2329 


3 . GrUj arat 

00 

CO 

11094 


9610 

6165 

4. Karnataka 

6,174 ‘ 

10528 

- 4354. 

6966 

■ 5402 

p. Kerala 

4,715 ■ 

4233 

+ 482 ! 

5869 

4175 

6 ‘.Madhya 

Praie sh 

6,927 

8616 

- 1685 

3591 ■ 

2461 

■ 7*Maharashtra17,8l 9 

20858 

■ - 3035 

17333 

11469 

S.Orissa 

3,628 

4135 . 

- 507 

3150 

2547 

^.Punja1»+ ' 

^ Haryana 

12,120 

12618 

- 498 

9757 

6260 

10 .Ran asthah 

4,591 

.5999 

- 1408 . 

4084 

2504 

11. Tamil Nadu10,633 

12542 

- 1909 

10552 

771 2 

12. Uttar 
Pradesh 

15,044 

16428 

- 1384 

. 9635. 

7721 

13 . West Bengal 
'{Excluding 7i012 

6442 

+ , 570 

4925 

4331 



tails equal the eid sting average per capital income of 'All 

India level if its full requirement of nearly 16,000 

M •Units were to he met* 


me poorer states themselves are in ho position 
to generate additional power "by' investing large funds. 
Power investment in these states will be evident from 
the following PaTsle: 


Table VIII 


Expenditure on pov\rer as % of Total 
expendituretyth -Plan period (1974-78) , 


Andhra Pradesh 


3 - Cxujrat 


lO.Eajasthan 


11 .Tamil Fadu 


12.Ettaf Pradesh 


13. West Bengal. , 

* India ' 32.9 

(Total of 22 states) , 

Source; Planning Commissiaa . 

11.6 Of the seven below average . income states , Kerala 

dih' B,ot ‘ have a powe^^. .problem.jj,^ .Orissa^Uttar Pradeshf. 
Andhra- Pradeah. and, Madhya- Pradesh made higher than 
aver inv# ^tmont • ’■ in, 'poW0,r_^ se ctor and EaJ asthan and 



ui Tueir low incomes are already neglecting 
their social i nf ra--etiu.ctnre and could continue to 
do 80 only at the risk o#; further jeopardising their 
long term derelopment strategy. Investment in the 
power, sector, therefore,' cannot possiMy come out 
of the resources of the states. 

’^’^•7 They can only increase power availability by 
better utilisation of existing capacities.. Thrust, 
therefore, in these states should be on greater 
managerial competence of 'these units. This has only 
limited application for poor states are, also , otherwise 
lacking in strong and efficient managerial cadres. ■ 
Moreover, there are practical limitations of this 
measure like the quality of coal 'and qualitj^ - of personnel 
11.8 Since improvement of managerial competence' and 
additional investment by State Governments have limited 
scope, major results can be expected if Central 
Government and the private' sector come in a big way in ' ■ 
this sector in economiGally backward states. I'isdom 
of ' desirability of handing over of this sector in 
private hands may be questioned. Also investments 
involved being large, private sector would not be able 
to raalce a sizeable dent. ' ' 


11.9 Central Government should, therefore, take upon 
itself the responsibility of meeting the demands of • 
the ppwer. inf ra-stiuoltire for the backward states,.’ 
This woul'd indirect-lj?;,, help these states for- otherwise 
they would, hare -o.wn ’r^ for this 

' 'pu tional power would ■■ 


attracted to these states since they would he gaining 
here a major infra-structure on an assured thesis. It 
./ould thus further stimulate the growth process. A' 
regional equalisation strategy , therefore , has as 
one of its moot important corner stonesj the meeting 
cf power requirement of backward states hyfhe Central 
Sector Projects. Without this, the poor states being 
unable to meet their own requirements, the gap would 
continue to widen as heretofore. 


_ Be f |_g|g ge0. 

Pajade Cominittee, Report of the Working 
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j-i* ii’d-tra) "Levels of Regional Development 
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Part I-A* 

Hair ERG- Region^ Experience in a 
Developing Bcohomy P 146, 1982 Ed. 

Dhar & , Sastiy, EPW March 22,156^^ P.537. 

SH Ran BPW July 3,1971, P. 1333. 
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I.\TJiR-STATE disparities iN FINAI'^CIAL ALLOCATIONS 

BY THE CENTRE 

by 

G. Thimmaiah* 

1 • I ntroductio g 

India has completed 30 years of its existence as an in- 
dependent sovereign nation and 22 years as a sort of federa- 
tion. It has v/ithstood the pressure of several divisive forces/ 
manoeuvred many internal political conflicts and managed 
severe economic crises. It has survived as a unified nation 
inspite of diverse cultures and multilingual regions. It is 
argued that though there has been political instability both 
at the state and even at the national levels, the Indian 
federroticn has never faced the crisis of political instability 
originating from the operation of fiscal federalism. Fiscal 
federalism refers to the constitutional structure which divides 
the powers to raise revenue and to spend it between the central 
and state governments and also the periodic financial transfers 
from the central government to the state governments to reduce 
the vertical as viell as horisontal federal fiscal imbalances. 

It is believed that if the federal fiscal imbalances tend to 
operate discriminately and the expected hopes and aspirations 
which initiated the formation of federation fail to materialise, 
instability sets in. Instability of a federation manifests 


*Dr. G.. Thimmaxah is Professor of Economics and Head of 
the Economics Unit, /Institute , for ..Social and Economic Change, 
Bangalore - 72. 
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k down 


conoiTiies of scale through free 


nd -Droducts and throuah uniform economic 


econom. 


federation compri 


umber of constituent stat 


tor which influenced the formation of federation 


hould 


be Greater than the combined military strength of all the com' 


states without forming a federation 


rating 


mation of federations is 


or income 


the federation 


deration may be stated as follows 
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1) ’"he policy of redistributing income within the 
foes ret ion should be accepted unanimously by all 
the federating states, 

2) Such a policy should be unanimously entrusted 
to the fsderel government, 

3) The federal government should try to achieve this 
’colicy within a reasonable period of time say over 
a decade or t’v^ro. 


The federal governraent is, therefore, e>q?scted to use 
fa coral financial transfers to rninimdse vjide inter-state as 
vk; 11 a-s i •.vcarpcrsonal inequalities of income with a view to 
raaintaininej stability of the federation. 


First, the federal government should use the federal 
financial transfers to off-set unequal impact of its own _ 

texaricn as well as s>g)endlture policies on the budgets of 
the constituent stetss. Other'/zise discriminatory impact of 
taxation and eoaoenditure policies on the budgets of the poorer 
states ma.Y’ frustrate them and create the proolem of instability 
of a federation. 

Secondlv, the federal government should use feoeral finan- 
cial transfers to off-set adverse impact of inter-state ~ 
spillovers of expenditure benefits hand tax costs of the state 
governments. If such spillovers are unequal between states, 
inter— state fiscal imbalances result and they may give rise 

itdi'ihte:r--sbatei:cohfliGts .^and -'IhStsagility' ;;p± pq 

iiTibalances should be minimised by the federal government 

Pth3h3;Ggh'^-::ap>proprpat.e:/:-fedbbbir;;f;in^cial:^ 
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rhir-ly, the federal financial transfers should be used 
tc ensure a rriinimurn level of essential public services to all 
Ohs ci-ioer.c all over the federation. Such provision may not 
be potsibie in all states because of varying fiscal capacity 
and fiscal neads of different states. Therefore, federal 
financial crcnsfcrs should be linked to the fiscal needs of 
the state governments for ensuring minimum level of essential 
public services. 

Finally, with a view to reducing inter-state economic 
di spat ri ties , the federal government will have to use federal 
financial transfers in such a way as to generate economic 
activities in poorer states. This, in other words, means the 
federal government will have to interfere in the ■ development 
of the censtetuent states with a view to reducing wrcie inter— 
sta,t-e economic disparities. : h ’ 1 

In India federal financial transfers have been made through 
hree channels t Finance Commission, Planning CoriiJ-iiission and 
through Con tral Ministries. The relative importance of these • 
federal financial trans fers is presented in Table 1. ^ It may ^ 
be observed that the Finance Commission transfers, which are 
mainlv intenesd to meet the fiscal needs and to off-set the 
inter-state imbalances in fiscal spillovers, have been increas- 
ing as compared to the Planning Commission transfers, which 
are mainly intended for development purpose. This is so even 
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Plan F.criods 


Fe-deral Fiscal Tra nsfe r s :£ rom _th e 
Cc. n ': re _to _the States during^ tt£e 
Far i o>rT9 5 i - 'i 97 9~” 


(Rs. Crq.res) 


Statutory 
transfer's on 
the recoiTLmenc'a- 
ticns of 'the 
Planning CoiTinii- 
ssion (tax 
shares + grants- 
in-aid) 


Discre- 
tion airy 
transfers 
on 'the re- 
commenda- 
tions of 
the Plan- 
ning Cornrai- 
ssiont’lan 
Grants & 
Central 
loans) 


Discre- Total fsde- 
tionary ral fiscal 
trans f e rs t ran s f e rs 
at the 
discre- 
tion of 
the cen- 
tral mini- 
stries 
(loans + 
grants) 


First Flan 
(1951-56) 

447 

(31.2) 

880 

(61.5) 

104 
( 7.3) 

1431 

(100.0) 

Second Plan 
(1956-61) 

918 

(32.0) 

1058 

(38.9) 

892 

(31.1) 

2868 

(100.0) 

Third Plan 
(1961-66) 

1590 

(28.4) 

2738 

(48.9) 

1272 

(22.7) 

5600 

(100.0) 

Three Annual Plans 
(1966-6 9) 

1782 

(33.3) 

1917 

(35.9) 

1648 

(30.8) 

5347 

(100.0) 

Fourth Flan 
(1969-74) 

5421 

(35.9) 

4731 

(31.3), 

4949 

(32.8) 

15101 

(100.0) 

Fifth Plan 
(1974-79) 

11168 

(44.2) 

10353 

(40.9) 

3761 

(14.9) 

25282 . 
(100.0) 

— 





Note : Figures 

s hovm in 

brackets are 

percentages 



Sotrce- 


po'-^nrt of the Ss'v^enth Finance Cgmrai^siiTO Gcvernment 

*■ Jm r*"t*’*'****’'**^T^'‘*"’^ O T . YO /“"I •V' T ( i i } / 


of India, Kev; TSel'hi, 1978, Appendix IV 
(iii), (iv) , pp. 174-177. 
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un;- .^rre-'-i'-iGG v^hich are located in different states. All 
rt&se fcizral financial transfers are directly mads from the 
central government budget. However, there are some financial 
transfers v.'hich flow not so directly from the central govern- 
ment budget but through central government owned institutions 
such as loans from the convaarcial banks, development banks. 

Life Insurance Corporation and other central government owned 
financial institutions. These financial flows are mostly in 
the form of Investment funds which go to promote developmental 
activities as much as plan assistance (which is provided on 
the advice of the Planning Commission). Since, they originate 
froin central government institutions, it is necessajry to take 
them also into account ’while analysing the itrcpact of financial 
allocations by the central government among the states. 

The purpose of this paper is to find out how far the 
financial allocations made by the central government through 
these various channels have been distri.Ou'csd eguitaoly among 
different states. In other words, I would like co probe into 
the in t e tc te eguity in the oistribution of Finance Commission 
transfers. Planning Commission transrers, che Central i'linis— 
tries transfers and also the flow of central goverunient 
institutional finance. I am not so much concerned with the 
specific components of these financial transfers such as in 

: shares::: ■ grant5>;,'';i 

only in financial transfers made through different organisa- 
tional machinery and then I v?ould lilce to eva.lc.ato the reasons 
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1 nava presented in various tables Finance CorniTiission 
trar. s f rs , Planning Cornmission transfers. Discretionary trans- 
fers, C'..ntrci govsrnrnent investment in public sector underta- 
kings, flCv.- of corranercial bank and development bank funds, in 
absolute terms, percentages and per ' capita figures. The purpose 
is uc find cot v/hather the financial transfers of funds from 
the central government budget and institutions to various 
states have been equitable or not. An attempt will also be 
made to find out the reasons for any inequity in the allocation 
of central government funds. 

2. Inter-State Economic Disparities 


Before we go to examine the inter-state disparities in 
the allocation of financial resources, it v/oulci be appropriate 
to make a brief reference to the existing economic disparities. 
Thouoh several indicators have been used to iiieasure the rela- 
tive backwardness of different states. I have used the widely 
accepted surrmary indicator, i.e. per eaplta state domestic 
product at constant prices. Per capita SDP at constant prices 
would indicate the overall level of development of each state. 

It would also reflect the relative backwardness of different 
states. However, in view of its average entity, it hides the 
distributional aspect of development. Therefor^--, I havo us^d 
percentage of people below poverty line as a supplementary inaex 
':'p£'i:fpibtiyb''^feg:dkwardheS:avpf:;;:db . : Even.;;in:: .pegard 

to this indicator, there is a contjrovorsy reldting to its 
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.: 2 v: 'JScd the output index of all development efforts 

:.r; in: fcrrr. of Physical quality of life index, (Pv'jLI) , 

-t may be obsarve-d froin Table 2 that there is no clear 
cut pt'cc-.-. m of association between the level of per capita 
SDP an: r._rc£ntage' of people below poverty line, the level of 
p-: r capita SDP and PQLI, and betvreen percentage of people 
belov/ poverty line and FQLI. Ko'wever, on the basis of the 
level or p--r candta SDF wa can identify a broad pattern rela- 
tive bc.cbv’arcness of different states in the Indian Union. 

Accordingly, I have grouped Punjab, Maharashtra, Haryana 
and 'd'est Bengal as relatively developed, Tamil Hadu, Karnataka, 
Kerala and Andhra Pradesh as middle level states and Assam and 
all tha north eastern:! states, Bihar, Orissa, Rajasthan, Madhya 
Pradesh, and Jaminu and Kashi'nir as relatively less developed 
states in the Indian Union. This sort of categorisation indi- 
cates only very broad aggregate^ trends as it is very difficult 
to maks a categorical distinction between various spates based 
on all rolavant indicators of cackv/ardness. Further, I have 
not gone into intra~state econouiic c;isparifcies which are as 
prominent as inter-state econOitiic disparities in states like 
Uttar Pradesh, Andhra Pradesh, ; Madhya Pradesh, etc. Intra-state 
economic disparities, though important, are not very- relevant 
for the theme of this paper. Therefore, the above mentioned 

-grt3upfhg:;:of:::states ' is.yonly::Antenbed;^^ 

of relative economic backwardness forlihe purp-ose oj. examining 
the allocation of central government f:J-nancial transfers among 
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■,.-r-Qj.'“'l^.ssi ons_' _ All_qc_atipns_ 


T nc federal fiscal transfers made on the raco/ranendations 
: cr _ ri':a.ncc CDrru'nis sions may be characterised as statutory 
trees fare. This is because, under Article 280 the recommend a- 
tiens of the Tinance Commissions onvce accepted are binding 
on the part of the central government. It should be mentioned, 
however, that there are certain discretionary components such 
as sh.cr.: in the net yield from union excise duties in the 
rocomivr,. noetic ns of the Finance Gommissions . Even so once the 
re co.’..i..c nf ations of the Finance Commissions on such shares arc 
acceptiid, it is legally binding on the central govainment to 
transfer them to the state governments. This legal status of 
the Finance CoiTurdssions ' transfers gives some sort of a 
guarantee- and certainty for the state governments in regard 
to the flow of financial resources from the central government. 
They can anticipate the ejcpected annual financial flows v/hile 
determining the size of their budgets ano. also some development 
programmes. ^ ; o 

There is another merit in the financial transfers made on 
the recorRmenCiations of Finance Goniroiss ions. The finance 
Commissions recommend tax shares as well as grants-in-aid. Of 
late the proportion of tax shares has been increasing and that 
of vOr' nts— in—ciid has been going down in hhe touul ainounc of 
finsnoiel resources recommended by the iinance Coranissions. 
^^Thia:^v;has:\'b»b^;::advbhta# 
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11 

'zc.-i Tactual araount of revenue received by the state governments 
in viev: of the buoyancy of the yield of the taxes whose yield 
is shared. As coiapared to this, the grants-in-aid are fixed 
amounts which cannot be varied for five years. Therefore, the 




res vrhich are elastic and which are becoming prominent 


in the Financs Commissions' transfers have been giving the re- 
quirc-r buoyroncy for the state governments ' total financial 
r-'-SOu rccs . Furtheanriors, the tax shares are mostly in the form 
of unconditional grants which leave the state governments free . 
to utilisss them according to their own budget priorities. This 
is sc even in the case of statutory grants under Article 275. 

But the conditional grants which have been introduced under 
the rscorroendations of the sixth and seventh Finance commissions 
to upgrade the standard of administrative and other essential 
public services are not allowed to be diverted for other pur™ 
poses. In a vray this combination of freedom to use a major 
Dortion of the financial resources according to th^e priorities 
of different state governments combined with some earmarking 
of a small portion of the resources transferred by the centre 
under the recommendations of the Financial Commissions tends 
to achieve the dosiped allocative efficiency in the orstribu*- 
tion of central government financial transfers. 

But most part of the resources transferred under the re- 
commendations of the Finance Commissions are intended to meet 
the non-plan recurring expenditure of the state cpvernments 
which includes mostly the, 'police state' and a few 'merit goods' 
functions. - . No doubt, in, the -past 1,0 to 15 years the Finance 
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n leaving non‘-plan surpluses with the 


r utilisation fo 


nts for plan purpose which 


vitics though they go to improve the inf rastru 


lopraent prograiimes 


rne in mind/ while e.xaraining role of Finance Commi 


rs in reoucing inter-stace 


lonraent 


da by the central government to the states on the 


of various Finance Coramissions. The ranks 


reconmsndations 


lativ-lv hovslope'd. and middle level states have received 


amounts a: 


ddle level and more developed states 


h3.V0 ■ 'X0G0'ivcc3 ■ hiohC'ir ■ Bmounts* .. ■■ Among' , ■. t ho los s - ciGVc;iQp0Q s 0000.1 

only Uttar Pradesh and Jaiuniu and Kashmir have received higher 
per capita ariounts# Xt may be observed that less developed 
Tivr. Raiasthan and Orissa have not received as 


much as 


i raore reliable estimate of the allocation may be 
by finding out rank, correal ati on betv/een financial 
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t.r' '.cf.r.'j .'.n’'! Icv-l of development as reflected by the indica- 

•■."'r. r. "'.r -.ran: ss. It may bo observed from table 4 that 

cf th^-. rink correlation coefficients are negative thereby 
L.clyin.' cr-sence of soma degree of equity. However the values 
cf tn'ci ccifficients are insignificant. This v;ould imply that 
the doc-rcc. of equity is very low. In other V 70 rds. the Finance 
Corrmessions' transfers have not been distributed more in favour 
of needy loss developed states. 




•5 • Plann i ng Commissi on's 

Planning Corfraission's recoAimendations ar^- not bind'ng 

the ctntr.l government. However a convention has been aeveloped 
that once the Planning Commission datetmines the central assis- 
tance to be provided to the state governments for their plans, 
by and large, it is transferred by the central government as a 

matter of routine. The only difference is that they are deter- 

•+-io-!r, foarh vear the amount of assistance 
mined annually and even within each yt-ar un 

. n ,n-or-r!-'‘nn to the varving economic situations of 
may be varied according to uu'- va . ^ 

different states. Besides, the Planning Commission recommends 
only 30 per cent of the central assistance for state plans in 

x: .a-hc ^xceut in the case of certain problem states 

the form of grants excepr 

llXe Assam, dormau and Kastair and north eastern states. Seventy 

per cent of the plan assistance is. provided in the form of loans 

• *ro V'"’-"' iTvS c- flow of irssoujccos 

which create the burden of annual r-v..rs 

■ f,T,m«ntB to the central government in the form 

from the state government^ . v., , . ^ 



5 that among 


b£ observed from tabl' 


harashtra and West Bengal received 
sistancc during the second, third. 


higher share throughout the entire plan periods. Among u 

micsaic.- 1..VC!! states, Andhra Pradesh received relatively larger 

share, (though lower than the shares received by the relatively 

develovcd states) during all the plan periods. Tamil Nadu 

ooived relatively higher shares during all the plan periods 

except daring the first plan period. Kamatalca received Im- 

crvssivc shares during the third plan and the three annual plan 

periods. Kerala received higher share only daring the fifth 

Plan period, i^ong the relatively less developed states, Nttar 

Pradesh and Bihar received higher amounts throughout the entir. ^ 

• ^ M.dbv-, Pradesh received higher amount during seconQ 

plan perxoa. Madhya traoobi ^ 

r- -Fnnrth olan periods. Rajasthan receive 
third, throe annual ana fourth p P 

Tv during the first and three annual plan penoQS 

higher shares only oaring , 

..n-iv^d hioher amount during fourth plan period, Orissa 
Assam receivea nxync-j- tn 

lU Pin=t Plan period and Jammu and Kashmir during the 

during the first plan p 

the relatively more developed states 
fifth plan period. Thus, the reluti 

>c,ntral assistance for plan purpose than 

have been getting more 

the middle level and less developed states. 

, . aent from the negative rank correlation between 

This IS evident, riu < „ , 

' ' • •,.rvf''"tfehs£ers- 5^1^' shown in table 6- 

'Planning Commission^ ■ . . , 
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A. Pradesh 
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49 

149 

15 

17 

19 

2 

19 

168 

19 

Manipui' 

50 

91 

141 

16 

5 

20 

8 

18 

154 

20 

Meghalaya 

55 

127 

182 

14 

86 

6 

nil 

15 

268 

14 

Nagaland 

34 

280 

368 

8 

35 

J5 

4 

17 

403 


GROUP “d"” 

T25~~ 

IMZI 

To^ 

, . — 

56 


1ZL_Z 


" 265 


ALL STATES 

521 

40 

292 


73 


28 


393 
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Notes 


Source 


For col.i : Fioures given for coriimercial bank credit represent 
difference between the outstanding credit at the end of June 
iRTS^and that at the end of June 1980. Credit figures are 
according to the district of utilisation (i. e. according where 
the unit utilising the credit it located) . 

For col. 2; Figures for commorcial bank investment represent 
differc;nce between the outstanding investments of commercial 
banks in the securities of state governments and other e 
associated bodies as at the end o.f March 1980 and March 1973. 

'Centre-State vi nanoial ’ Flot);'' and Inter-Stete Disparities in 
India' . by k7k. George# 1982# /;1982,# .p. 275. 
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E i'lnr/lnu CorniTiission*s,;transfers . and' per,, cap;i.t:a oi-j: , 

centane cf people below poverty line would suggest that tbere 

some cegroe of equity in the inter-state distribution of Plapnxng , 
Ccrnrnission ' s transfers. But here again the values of correlation 
coeffici-ents are very low which irrplies that the degree of squityv^ 

io’- ov no in the distribution of Planning Commission s transfers 


5. Central Go vernment Instit u:y^Tia!^,^|iLnj^ 


The institutional funds include the ere 1 

funds provided by central government owned comi 
development banks, and ARDG, Table 7 shows th 
flow of institutional funds during the period 
be observed that all developed states , r^ 
absolute amount as well as higher proportions. 

all other less: developed; states: ireee ; 

even among the middle level; statps, ^ And .r ^ 


Rank CorrelaU,on^etween_Flow_oJ_l^ 
?;T;T;^ nnd Indicato rs_^,.Jac3SH§££^^ 

^ Total Flow of 

Institutional 
Funds 




liilij 



nk co-rslation coefficients presen 
r-'ani-, and nositive which substanuia 


,t relatively more aeveiopeu-^ 
titutional funds than the les 


It should bs remembered hers that the ooiimercial banks, 
develonm^nt banks, and Lie invest funds in various pro- 

jects, irrespective of their location in any particular state, 
depending upon their oo^ercial profitability. This criterion 

tends to allocate more institutional funds to the already 

r- r.-er r'+’c: D “F hioher financial rsturi 
developed states where the prOu^pects g 

n- defended bn the ground of the operation 
are more. This may b= aeren.,...t..bi ww 

u. ufdh rno-t- Table 8 presents investinent-premium 

of free market. rOrcc:^. Tab P 

ratios, credlt-oeoosit ratios and investment-premium ratios, 

eredit-deoosit ratios and investment-deposit ratios. These 

ratios indicate that the central government institutrons mobxl 

from even the less developed states but divei 
a lot of savings from evt-n vu 

• h^r- states for investment in response to higher 
them to richer states luj. 

, I v-esnit of market forces. Bu^ 
profitability. This is again the result 

.-Vobo 4=1 nir Of huge savings and investments to : 
we cannot leave the flow o_ n g 

such blind market forces. Sometimes the so called free marke' 

forces are manipulated by vested interests. Therefore, 

,^4: -KianV funds in India. Becau 
necessary to regulate the flow of bank funds ^ 

ri4- snnnsored economic planning is in 

H-he vem/ idea of government ^ sponsor 

e the irnoact of the operation of blind market 

4-rbnded to correct the ..-impecpj^r ■ ^ 


economy 
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the reduction of such disparities. This objective, requir- 
appropriate distribution of investment funds. Therefore, we 
cannot justify the existing pattern or flov; of institut' 
funds to the relatively more developed states. This woulo only 
suggest that either the least developed states have not b^cn 
able to attract the institutional funds through proper plan 
projects, and/or the central government and the Planning Commx 
ss ion have not gone to their rescue. , 


6 • s ector. I ny„qs tment^n Pi f fer^^ 

Tables 10 and 11 give the cumulative investment of centr 
government in various public sector undertakings in different 

states. Most of these investments come under central sec 

plan and therefore, there may not be too much of overlappin 
between the Planning Commissions- transfer of funds to the 

. . . ■ ^ '-1 ...1.^ n ■v-*vn'TnO''n 4", * 


24 



TOTAL 


Note 


Per capitc! figures 
population of each 


Karnataka Draft Five Year 'Plan 


Tabl_e lO 


Sti teV ■ ' - ——^Saiangs )_in_ Di f 


States 


Andhra Pradesh 

Assarii 

Ei har 

Guj a rat 

Haryana 

Himachal Pradesh 
Jammu & Kashmir 
Karnataka 
Kerala 

Madhya Pradesh 

Maharashtra 

Manipur 

75eghalaya 

^Nagaland 

Orissa 

Punjab 

Rajasthan 

Sikkim 

Tamilnadu 

Tripura 

Uttar Pradesh 

West Bengal 


Un-al located & 
others (inclu- 
ding UTS) 


Cumula- 
tive In- 
vestment 
as on 
31 . 3.77 
(Rs crore) 


Rank 


390.7 
312.9 

2509.1 
523.4 

142.7 

11.8 

5.7 

268.2 

274. 1 
1492.7 

630.3 

Nil 

Nil 

646.5 

197.8 
227 . 1 

Nil 

466.9 

376.2 

768.3 


2206.8 


% of 
total 
Invest- 
ment in 
all Sta- 
tes & 
Union 
Territo- 
ries 


19.3 


Rank 


Per- 

Capita 

Invest- 

ment 

(Rs.) 


295 

146 

88 

113 


Rank 



iiiisiiii 

illiiiiilliiii 
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t._bY.. the Central Governm etit _ [iji _Pnl^i -i n 
Sgi^'t^^„Jjider'taklnc?s) in Different States 


Cumula- Rank 
tlve In- 
vestment 
as on 
31.3.79 
{fc crore) 


% of 
total 
Inves t- 
ment in 
all Sta 
tes & 
Union 
TerritO' 
ries 


Rank Per- 

capita 

Invest 

ment 


Andhra Pradesh 

Assam 

Bihar 

Gujarat 

Haryana 

Jammu & Kashmir 
Himachal Pradesh 
Karnataka 
Kerala 

Madhya Pradesh 

Maharashtra 

Manipur 

Meghalaya 

Nagaland 

Orissa 

Pun j ab 

Raj as than 

Sikkim 

Tamil Nadu 

Tripura 

Uttar Pradesh 

West Bengal 


TOTAL 


Per capita investment figures 
mid-year 1978 population of e 
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It may be observed from the tables 10 and 11 that the 
public sector investment in different states has been much 
more equitable than other forms of financial transfers except 
in the ease of two less developed states of Jammu and Kashmir 
and Rajasthan and in the case of three middle level states of 
Karnataka/ Andhra Pradesh and Tamil Nadu. It may be broadly 
observed that among the less developed states, Rajasthan, 

Assam, Jammu and Kashmir have been neglected. One jnay argue 
that these states do not have any economic advantages like 
mineral deposits or developed port facilities and marketing 
and banking centres, to qualify for these funds under economic 
considerations. But this cannot be held against Assam which 
has many natural resources to exploit. Karnataka, Andhra 
Pradesh and Tamil Nadu have been neglected among the middle- 
level states. Among these three states, Karnataka is having 
economically viable iron ore deposits. But the central govern' 
ment has been playing hide and seek game to invest in Vi jay 
Nagar Steel Plant. West Bengal, Gujarat and Maharashtra may 
still have certain infrastructure advantages. But these are 
mainly historical accidents and hence they cannot be used to 
justify further flow of public sector investment into these 
states. Even so. West Bengal received much higher share than 
the middle level and less developed states like Assam which 
have economic potentials. Even Maharashtra, West Bengal and 
Gujarat have continued to receive higher shares in the public 
sector investment. 



An interesting feature of the central government public 


ctor investment is that the share of Union Territories has 


f popular governments to demand for more investment appears 


relatively more developed states lito 


ced increased share 


Bihar, Orissa and Rajasthan ej^erienced decreased shares. Only 


Uttar Pradesh among the less developed states experienced 


and the othermiddle level state 


7 • Concluding Remarks 


Thus it is clear from the foregoing analysis that the 


central government allocation of financial resources through 
various channels have not gone to help the less developed , 
states as much as the more developed states. One may defend 
this kind of allocation of central assistance on the grounds 
that it would be desirable to utilise scarce capital funds in 


funds to the relatively developed states would amount to pena 


until 


These argument. 


canno 


are equatably 


the central government's financial resource 


dis'cribute-d and then their utilisation by different state 
governments are objectively evaluated. 


It raay be observed here that the Finance Couiinission s 
transfers have been unequally distributed mainly because of 
the outmoded methodology used by the Finance Commissions to 
detennine fiscal needs of the states. This has bean proved 
boyond doubt elsewhere.^ Therefore, it is high txrne xf the 
cighthFinanco Coinrnission changed the methodology to make its 
transfers equitable. This can be achieved if the financial 
transfers are reconxmended on the basis of an objectively assessed 
fiscal needs of the state governments. 

Though Planning Conmission has been using Gadgxl formula 
to distribute plan assistance among the states, it is necessary 
to modify it. so as to take into account the needs of the less 
developed states by linking the plan assistance to the level 
of development achieved in different sectors in each state. 

The required modifications which will make the plan transfers 
more equitable are suggested, elsewhere. ^ 

Central government should have a national policy xn regard 
to the investment of funds by the commercial banks and other 
financial institutions in different states. Though priority 
sectors- like agriculture and 'target groups' of people have 


^See for details G. Thirtmaiah, A_Cxiticn4S„,of 
Corrmission, Whooler & Co. , Allahabad 1981. 

^see G. Thiramaiah,':mi£d^o|U^n^^;oan^-to,^^^ 

Sterling Publishing House, New:. Delhi, 1-77. 


been receiving gradually increasing share of bank credit/ its 
regional distribution needs more equity. This is an urgent 
policy decision which cannot be postponed for long. 

Finally, the public sector investment has no doubt bean 
concentrated in certain developed states and if it has gone 
to the less developed states it is mainly because of the ad- 
vantage of having raw material deposits as in Bihar and Orissa, 
But oven this has not been consistently follovyed as it has been 
shown in the case of Assam, This has been so even in the case 
of middle level state’s like Karnataka, The central government 
has been benefiting mainly the developed states even on political 
grounds and ignoring less dey^oped states like Jammu and 
Kashmir/ Rajasthan and Assam. Any meaningful central— state 
dialogue on national issues can be amicable only if the state 
governments feel that the central government has been fair in 
allocating its investment funds equitably. This is yet to be 
proved by central government. 

I have already outlined in the first section the probable 
consequences of discriminatory impact of federal government 
policies on the stability of federation. The signs of instabi- 
lity are already visible for all those who are vigilant. The 
.P^loes for closing the eyes to such signs is very high as it is 
evident from the example of Pakistan. Our political leaders 
have to learn the lessons from such experiences very fast. 


INTER STATE DISPARITIES IN PLAN OUTLAYS 



K.K, George 

School of Management Studies 
University .of Cochin 
Cochin - 22 

"There is a lot of discussion about regional backwardness. Yet 
about the basic problem of Plan Outlays in a federal polity, there 
is very little thinking. But I think it is important that there is 
a debate, a much wider debate than at present on these questions",^ 
This call was given in the sixties by Gadgil, the then Vice-Chairman 

O 

of the Planning Commission. But despite this call to focus atten- 
tion on the relative size of the different States' Plan Outlays, 
discussions on inter-state disparities and inter-state equity, 
continue to place the traditional emphasis on the progressiveness 
of the Central Plan assistance to states. But this emphasis on plan 
transfers has always been a misplaced one for a mere progressiveness 
in plan transfers in itself may not lead to reduction of regional 
disparities unless it succeeds in bringing about progress ivity in 
states' plan expenditure. This is possible only if the progressi- 
vity in Plan transfers is of such a degree and of such a magnitude 
as to counter the existing regressiveness in the other resources 
of states both internal and external. . The need for shifting the 
emphasis to plan outlays from plan transfers has increased in recent 
years as the proportion of Central Assistance^ to State Plan Outlays 
has been caning down in recent plans. This is particularly true of 
the developed states as may be seen from Table 1. 

The plan outlays of the states account for about half the total 
Public Sector Plan Outlays . What is more, the share of States in the 
total;, Plan Outlays has been increasing in’ 'recent plans. The size of 
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the Plan Outlays, apart from its direct impact on regional dis- 
parities, also exerts indirect influence by influencing the 
non plan expenditure and consequently the financial flows through 
the Finance commissions. For instance, the larter plans raise 
the admissible non plan revenue and capital expenditure in the 
succeeding plan periods covered by the subsequent Finance Commi- 
ssions. The rank correlation coefficients between the per 
capita Fourth Plan Outlay and the non plan revenue expenditure 
during the Fifth Plan was +0.589. The coefficient for the Fifth 
Plan Outlay and the non plan expenditure during the Sixth Plan 
was +0.517 . 

This is not surprising as the committed plan expenditure 

at the end of each plan becomes a charge on the non plan revenue 

account. Expenditure on maintenance of capital assets built up 

as part of previous plan program^mes becomes a non plan liability 

of the States' revenue budget. Similarly, states which have 

built up higher standards of social and administrative services, 

become entitled to higher non plan expenditure in subsequent 

plans. Larger state plans involve larger borrowings for the 

States. Servicing of these loans becomes a charge on the non 

plan revenue budget. Thus as noted by the Administrative 

Reforms Commission's Study Group, "it becomes more and more 

difficult to assess the budgetary gaps since the budgets thon- 

4 

selves increasingly reflected plan expenditure." As a result, 
the poorer States which had lower plan expenditure in the past 
become eligible for smaller admissible non plan expenditure under 
the Finance Commission's approach of filling the gaps in the 
normative non plan revenue budgets of States. 


3, 

Similarly# the non Plan Capital gaps which the recent 
Finance Commissions are called upon to fill are determined by 
the size of the past Plan CXitlays and the pattern (loan grant 
composition) of their financing . _ 

The size of the Plan Outlays as also its sectoral allocation 
influences the financial flows from the financial institutions 
by raising the Credit absorption capacity in a State. It may be 
recalled that one of the standard defence arguments of the finan- 
cial institutions for their ineguitous financial allocation to 
the poorer states is the smaller credit absorption capacity of 
these states# a result of the low levels of development of in- 
frastructure under their plans. 

Table 2 shows that the per capita State Plan CXitlays are 
highly regressive. This is also seen from the high degree of 
positive correlation between per capita income at the beginning 
of the Plan period and per capita Outlays of the subsequent plans 
given in Table 7. During all the plans except the Third and the 
Fourth# these correlations were positive and significant statis- 
tically, Disparities in Plan Outlays were far greater than those 
in Plan transfers. During the two and half decades covered by 
our study (1956-1981)# the top income States managed to get 
higher Plan Outlays than the States in all other groups , except 
those in the special category. This was true of all Plan 
periods except the Third when the middle income States had a 
slight edge over the high income States. The low income States 
as a group had only the smallest Outlays during all Plan periods. 
During the entire two and half decades taken as a whole# Punjab# 
Haryana# Gujarat and Maharashtra had the highest per capita Plan 
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Outlays. The Outlay of Bihar was the lowest. During the whole 
period# per capita Outlay of Bihar was less than one half that 
of Punjab and Haryana. The Outlay of Uttar Pradesh was only a 
little more than half that of Punjab and Haryana. 

The skewness of State Plan Outlays is brought out by the 
fact that only five out of 15 non special category States had b . 

Plan Outlay higher than the all States' average. Of these# four 
belonged to Group A, and only one (Assam) belonged to Group B. 

None of the low income States could manage to have a Plan of 
national average size. 

Criteria for Determining the Size of the Pla n Outlays 

For ascertaining how the declared equalisation objective 
was scuttled in the process of determining the size of the State 
Plan Outlays# one has to examine the criteria which determined 
the size of the Plan Outlays. For this# the Plan era can be 
divided into two periods# the one before and after the Fourth 
Plan (1951-69 and 1969- ). During the earlier period# there 
were no definite criteria governing either the Plan Outlay or 
the Plan assistance. During the second period# the 'objective* 
Gadgil formula determined the quantum of the Central Plan assis- 
tance directly and the size of the States ' Plan Outlays indirectly. _ 

As the Administrative Reforms Commission (ARC) study team 
noted, during the first period (1951-1969) "After the Plan Outlays 
and financial resources to be raised have been determined for the 
centre on the one hand and the States on the other# the gap 
filling between the States' resources and their Plan Outlays is 

; ■ ’ ' ; ■ ■ ^ 5 

left to be met by assistance .from the Centre. 



There were no definite criteria in the formulation of State 
Plan Outlays either. Hanson commented caustically# "the criteria 
for judging the Plans which the Commission has publicly proclaimed 
are at best vague and at worse ambiguous," He quotes an inte~ 
lligent and experienced informant in Maharashtra as saying, "The 
extent to which the Planning Commission agrees to accept the 
States* own targets and to supplemoit the States* own resources 
depends on a process of haggling in which a great deal of cunning 
but veary little science is displayed on both sides," The criteria 
for determining the size and pattern of States* Plan Outlay were 
too numerous, diverse and often contradictory to have any opera- 
tional significance. In the process, the relative bargaining 
power, more than any rationale came to have dominance. For 
instance, the States' First Five Year Plans included projects/ 
programmes which were in progress before the commencement of 
planned economic development. 'A broad view* was supposed to 

have been taken about the development efforts that were envisaged 

■ 8 

in the different states. 

The Second Plan is supposed to have taken into consideration 
the following factors in determining the Plan Outlay s (i) Popu- 
lation, (ii) Commitments on account of the First Plan, (iii) 
Expected achievement of development at the end of the First 
Plan, (iv) Expected revenue contribution of the States and pro- 
grammes for irrigation and power. ^ The Third Plan seens to have 
taken into account a still larger number and variety of factors 
including "needs, problems, past progress and lags in development,, 
likely contribution to achievement of the major national targets, 
potential for growth and the contribution in resources which the 
State could make towards its development programmes. In assessing 





needs and problems, such factors as population, area, 

of income and expenditure, availability of certain 

for exar^ls roads, schools, hospitals, extent of co^itments 

carried over from the second plan, commitments on aocou 

large projects or special programes and the State of technica 

■ « available were taken into account, 

and administrative services available we 

s?t?=ites whose resources were 
Care was also taken to see that States w 

n not have to limit development to a scale 

unavoidably small * 4 -,, nf 

. merely because of pauci y 

which was altogether insufficient merely 

resources, .t the same time. States which were able to^m.e^ 

larger efforts in mobilising their own resources co 

take development on an appropriate scale.- How an w y 

. • ere selected, to what fashion they were combined 

criteria were seiecueu# 

•ven to each of than are anybody’s guess 
what welghtage was given iudce 

one can only juage 

including that of the Planning commissi . 

by the results that followed. 

It appears that the approach of the Planning cormission 

towards State Plan during the earlier period was flrsb 

■ the size of the Outlays independently an 
determine the _ 

treat Plan assistance as a residual fact 

ct tes' Other resources. This approac 
between Outlays and States 

was very sound, the Planning commission 

> 4 - viio r-riteria to determine the size 
this approach into editable criteria 

■ the Plan Outlays and Plan assistance and this 
Table 2 and 6. 

^ (1969-) which continues 

The approach under the Gadgil era ( 

4-H#3 qize o£ the PlstU Outlays 
to hold good even now Is to treat th ^ 

. , r,adail formula which is descri e 
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nes the quantum of Plan as5J.j=- 
re then free to determine the 

the volume of additional re- 

Thus, the State Plan Outlays 

Gadgil fotmula 


size of their Plans , depenaing < 
sources which they can mobilise 
under the formula can become progressive < 
has a very high degree of progressivlty, 
a 4- +-vac, r-orcTf^Rsivitv in the States 


mobilisation 


aring the Fourth, Fifth 
Central Plan Assistance 

It is this 


the importance 

1 Outlays has come down steeply 

and the absence 


to finance State t-xaii 
increasing importance 
equity in the Gadgil formula 
naner, which have led to reg 


will seeing 


much larger 


of Group A bt:ane£> 

)s including Group D 
; than half that of 
- were less than a quarter 


of Jammu 


of all the non 






and Gujarat. That these resources of States are positively 
related to the per capita income is borne out by the positive 
and significant values of the coefficients of rank correlation. 

The resources which now finance about 60% of Plan Outlays are of 
two types . 

1. Internal Resources of States 

2. States' internal debt 

The higher levels of own resources of the developed states 
were not due to their greater exploitation of their resource base<- 
but was due to the bigger size of their base. The major items 
of States' resources are t (i) Balances from current revenues at 
the base level of taxes and rates; (ii) Contributions of public 
enterprises; (iii) Market and other institutional borrowings; 

(iv) Miscellaneous capital receipts; and (v) Additional resource 
mobilisation. 

The wider and more elastic resource base of the richer 
States enables them to have higher balance of current revenues. 
Contribution of Public enterprises is not solely dependent on 
the rates charged or the efficiency of management. It is also 
a function of the volume and pattern of investments made in 
the earlier plans. This resource too, thus favours the developed 
states. Miscellaneous net capital receipts may be negative or 
positive depending on net inflow or outflow of funds depending 
on the state's debt outstanding which again is a consequence of 
the regressive 'pattern of assistance' of Plan and Non Plan 
transfers, in the past. It also depends on che debt relief 
provided by the Finance commissions . Thus the inequities of 
the past Plans haunt the current plans . 
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^ ^ by the Finance Commissions 

and the way they add to the internal resources of States (balances 
from current revenues) for Plan financing too deserve mention here 
In the case of some States, the Finance Commissions' awards just 
covered their non Plan revenue budgetai^;' deficits, by means of 


significant correlation between the per capita non plan revenue 
surpluses left by the Finance Commissions and the per capita state 
incomes. In fact, during the Fifth Plan, governed by the Sixth 
Finance Commission' s award, correlation was perfect (the coeffi- 
cient being +l) . During the Sixth Plan, covered by the Seventh 


Finance Commission award, the value of the coefficient came down 


transfers suggested by Raj Krishna would not have led to surpluses 
which are progressive as their correlation though weak was 
positive. The position is the same even if we take the overall 

surpluses in the combined capital and revenue accounts as may be 
seen from columns 5-7 in Table 4. 


The own resources of States are supplemented by the budgetaary 
support given by the All-India financial institutions under the 
ownership and control of the Central government like the commercial 
banks. Life Insurance Corporation, Reserve Bank of India, Rural 
Electrification Corporation and Housing and Urban Development 
corporation. Other autonomous organisations like the commodity 
Boards, Khadi and Village industries’ Commission, National Coopera- 
tive Development corporation and ,. wapshdusing Corporation, created. 



controlled and nurtured by funds from the Union Government also 
supplement the internal resources of the more developed States 
to a larger extent than that of the less developed States. This 
may be seen from Table 5 which gives the State- wise distribution 
of the internal debt and its principal component viz. market 
borrowings. 


The expression 'Market borrowing* is really a misnomer in 


a captive market of the Union Government. The quantum of market 


the Union Mini' 


March 1980 were owned by Commercial Banks, Life Insurance Corpora- 


own resour- 


It is in the light of the above discussion on the disequali- 
sing forces of internal resources (to which the Finance commissions 
and the financial institutions have only contributed) that we must 
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Table 7 shows that the rarik correlation between per capita 
Central Plan Assistance and state income had been weak and 
statistically not significant during all Plan periods/ including 
those covered by the Gadgil Formula, Table 6 which gives the 
state-wise flow of Plan funds in Per Capita terms during different 
plan periods also confirms this lack of progressivity in Plan 
transfers. It is true that large amount of Plan funds were received 
by the special category States (Group D) , This group had received 
the highest per capita Plan transfers which were far higher than 
that of any other group. Large assistance to such States waS/ 
of course/ inevitable in view of their slender resource base and 
their near total dependence on the Central transfers for their 
Plans . It may also be conceded that the top income States as a 
group received less Plan assistance than the low income States 
except during the Second Plan, But one has also to take note 
of the fact that next to the Group D States/ it was. the middle 
income States and not the low income States which received more per 
capita Plan transfers during all Plan periods except the Fourth, 

The low income States received only less than the national average 
during all Plans. Besides/ though the Group A States as a whole 
received less amounts of Plan funds than all other groups, two out 
of the five States in this group received amounts higher than the 
national average. These two States which ranked first and second 
in per capita income/ viz, Punjab and Haryana received more Plan 
transfers than three of the four low income States, In fact, 

Haryana received more funds than even the fourth State in Group C 
i.e. Rajasthan. Three of these four low income States got less 
than the all States' average during uhe twenty five year period 
as a whole. The above as also the low value of the correlation 


Table 7 shows that the rank correlation between per capita 
Central Flan Assistance and state income had been weak and 
statistically not significant during all Plan periods / including 
those covered by the Gadgil Formula. Table 6 which gives the 
state-wise flow of Plan funds in Per Capita terms during different 
plan periods also confirms this lack of progressivity in Plan 
transfers. It is true that large amount of Plan funds were received 
by the special category States (Group D) . This group had received 
the highest per capita Plan transfers which were far higher than 
that of any other group. Large assistance to such States waS/ 
of course# inevitable in view of their slender resource base and 
their near total dependence on the Central transfers for their 
Plans . It may also be conceded that the top income States as a 
group received less Plan assistance than the low income States 
except during the Second Plan, But one has also to take note 
of the fact that next to the Group D States# it was. the middle 
income States and not the low income States which received more per 
capita Plan transfers during all Plan periods except the Fourth, 

The low income States received only less than the national average 
daring all Plans. Besides# though the Group A States as a whole 
received less amounts of Plan funds than all other groups# two out 
of the five States in this group received amounts higher than the 
national average. These two States which ranked first and second 
in per capita income# viz, Punjab and Haryana received more Plan 
transfers than three of the four low income States, In fact# 

Haryana received more funds than even the fourth State in Group C 
i.e. Rajasthan. Three of these four low income States got less 
than the all States' average during rhe twenty five year period 
as a whole. The above as also the low value of the correlation 




coefficient only shows that the Planning commission did not have 
any definite idea of using Central Plan assistance as a corrective 
to regional disparities by bringing out progressivity in Plan 
Outlays. When the Plan assistance itself lacks progressivity, it 
cannot hope to counter the regressiveness of States' own resources 
as also of institutional financial flows to budgets. 


Planning Commission had not evolved any rational Principles no 
determine either the size of the Plan Outlays or of the Central 
Plan Assistance. The results of such unprincipled determination 
of Plan Outlays and allocation of Plan funds are there for all 
to see in Tables 2 and 6, But what contributed to the regressive- 
ness in Plan transfers during the later plans governed by the 
objective Gadgil formula? The transfers under this formula had 
been only a shade better than in the past for the poorer states . 
To analyse this failure, one has to analyse the ingredients of 


According to this formula, accepted by the National Develop- 
ment Council in 1968, States like Jammu and Kashmir, Nagaland and 

The balance available 


Assam were given special consideration 
in the divisible pool. Of Plan resources was to be distributed 
according to five criteria. Population was the major criterion 
which was assigned weightage of 60 per cent. The second cri- 
terion was per capita state income, with a weightage of 10 per 
cent. Only States below the all States ' average of per capita 
income were eligible to claim this part of the divisible pool. 



efforts in relation to per capita income. Yet another 10 per 
cent was set apart to meet the special needs arising out of 
commitments on major, continuing power and irrigation projects. 
The remaining 10 per cent was to be allotted taking into account 
the special problems arising out of metropolitan areas, floods, 
chronically drought affected areas and tribal areas. 


Seventy per cent of the transfers was to be given as loans ana 
the balance as grants. For the States of Jammu and Kashmir, Assam 
and the hill States of the North East, the proportion of grants 


reduced which 


IS now 


Except for the weightage of 10 per cent (raised to 20 per 
cent during the Sixth .Plan) given to the per capita income of 
backward States, there is no other equalising factor in the 
formla. The role of population as an equalising factor is 
limited. The weightage given to tax norm is unexceptional in 
pi^inciple. But a norm which is not progressive with State income 
enables the richer States to show better tax performance and thus 
to comer more of the Central Plan funds. The high ratio of tax 
revenue to per capita income does not by itself reflect the 
degree of utilization of tax potential. In the absence of per 
capita norms progressive with State income, the canon of equity - 
equalisation of benefits; and sacrifices — is not likely to be 
satisfied. The remaining factjors ■ which , had been given 20 per cenc 


weightage cut both ways and dilute the objectivity of the formula 
These give some elbow room for the Planning Commission to raanoev- 
uring. This may explain the changes in the relative position of 
States during the Fourth^ Fifth and the Sixth Flans under the 
same ‘objective’ formula. The criterion of commitments on major 
continuing power and irrigation projects is a shifting one. The 
weightage given to special problems like metropolitan areas 
actually benefits the urbanised States which are more industria~ 
lised and therefore have larger resource potential. Chronically 
flood and drought affected areas and tribal belts exist in all 
the States/ irrespective of their income status. Central assis- 
tance according to these criteria would benefit both the rich and 
poor States depending upon their bargaining power and the degree 
of patronage of the Centre enjoyed by them at any given time. If 
past experience is any guide, developed States with their better 
administrative machinery manage to appropriate to themselves more 
resources on these bases. 

Besides, in all fairness to the Gadgil formula, it may be 
noted that all the Plan funds are not brought under the formula. 
For example, of the Rs.7,900 crores of Plan funds that were 
available for distribution among States during the last four years 
of Sixth Plan (original version under the Janata Rule) it was 
decided by the National Development Council that only Rs.4,200 
crores (53.2 per cent) were to be brought under the Gadgil formula 
Of the remaining, 22.8 per cent was set apart for Special Categoari" 
States, 10 per cent for hill areas and 7.6 per cent for special 
problems areas. Funds from IDA credit (6.3 per cent) also was 
not added to the divisible pool. If past experience is any guide, 
the funds meant for the last three purposes are likely to be 
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cornered by the more developed States with their better oiled 

. ' 14 ■ ■ • • 

administrative machinery. 

The criterion of uniform grant loan composition of central 

Assistance applicable to all States except for the special 

category States and Assam irrespective of their developmental 

status is equitable only on the face of it, Py its treatment of 

unequals / it does not take care of the principle of vertical 

equity. It may be remembered that even in international financial 

assistance/ the Principle that the grant component should vary in 

favour of 'hard core' developing countries is accepted now. In 

fact the grant component of the Official assistance of many of 

the OECD countries to developing countries was more than that 

. . 15 

of Central Assistance for State Plans in India. 

Thus, Gadgil/ the then Vice-Chairman of the Planning Commi- 
ssion with his thorough understanding of the regional problems 
in India was also not able to bring about greater progress ivity 
in his formula for Central Plan assistance. The explanation is 
that the conflicts of interests between the rich and poor States 
represented in the National Development Council could have been 
resolved only by political compromises based/ as it happens/ on 
expediency rather than on principles of equity. These meetings 
have now assumed the character of North-South summits. As it 
happens in such summits/ an illusion of equity was provided by 
the National Development Council too by assigning ten per cent 
weightage to per capita State income of the backward States. 

This should lead us to a discussion on a few fundamental questions 
regarding the problems of India federal polity. This however# 
has to be postponed to another forum. , 
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Summing up# during the first eighteen years of planning, 
the poorer states suffered in the absence of an objective formula 
to determine both the size of the State Plan Outlays and the 
Central transfers. During the next twelve years, these States 
continued to suffer in spite of the implementation of an 'obje- 
ctive* formula which was not sufficiently progressive even in 
itself. In any case, the degree of progressivity in the formula 
was not enough to bring about progressivity in States* Plan Out- 
lays. In retrospect, it would appear that the approach of the 
Planning Commission before the Gadgil formula, viz. to deteicnine 
independently the size of the Plan Outlays and then to treat the 
Plan assistance as a residual factor, was more sound. But the 
earlier plans failed in translating this sound approach to 
objective and equitable criteria in determining the size of the 
Plan Outlays and the Central Plan assistance. In its anxiety 
to clear the above drawbacks of the earlier approaches, the 
present Gadgil formula seems to have thrown the baby too with the 
bath water, in view of the decline in the share of Central Plan 


assistance in State Plan Outlays, the cause of regional disparities 
can be sub-served only if the Plan Outlays are governed by inde- 
pendent criteria which are not only objective but also eqfiitable. 
They should not be left to be determined by the larger resource 
base of the States and the inequitous budget support given by the 
financial institutions. 
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All the five years from 74-75 to 78-79 are included in the 
Fifth Plan, Likewise in Sixth plan is taken to include 
1979-80 and 1980-81. This is not strictly according to the 
Planning Commission's Calendar regarding the end of the 
Fifth Plan and the beginning of the Sixth Plan. 

States have been ranked according to their ranks in Per 
Capita SDP during 1967-70. 

The groupings of all States except those in Group D are based 
on Per Capita State income. The groups are s 

a) five top income States - those with P/C SDP of more than ‘ 
10% of all states average. The five states in this group 
accounted for 26.8% of the population in 1981. 

b) Six middle income states have SDP in the 10% range around 

the national average v.- '^heir share in country's population 
is 31.8%. . 

c) Four low income state®' feve '^8^ below 10% of all States, 
average. Their ' share;: iii;;:pg|fe:l'ation i 39.2% 

a) Seven Special Category states! share in population : 2.2% 


Table 1 : i-'roporti on of central Assistance to State Flan 
Outlays 


— — ___ . _ fin 

States 




Plan 

Periods 


II 

III 

AP 

IV 

V 

VI 

Total 

Fun j ab 

58.5 

52.9 

44.1 

3a. 1 

24.7 

19.1 

30.3 

Ha ary ana 

58.5 

52.9 

61.0 

32.7 

25.5 

26.6 

33.3 

Maharashtra 

34.7 

38.5 

26.7 

26.6 

19.9 

25.0 

25.2 

GuJ arat 

33.8 

46.9 

35.9 

33.7 

24.6 

22.0 

29.2 

West Bengal 

46.8 

51.6 

67.6 

65.9 

38.8 

32.4 

44.3 

GROUP A 

4 2. 2 

46.1 

40.2 

35.4 

25.7 

25.5 

31.3 

Tamil Nadu 

51.0 

54.6 

47.6 

37.9 

55.2 

40.3 

48.0 

Kerala 

47.9 

67.0 

62.7 

65.9 

52.3 

35.6 

52.7 

Orissa 

73.8 

61.0 

59.8 

69.7 

55.2 

67.3 

62.2 

Assam 

48.6 

75.4 

96.1 

65.4 

68.8 

67.5 

69.4 

Karnataka 

48.6 

62.4 

59.6 

47.7 

34.4 

30. 1 

41.4 

Andhra Pradesh 

53.1 

63.9 

68.5 

55.2 

41.2 

47.5 

49.4 

GROUP B 

53.3 

62.4 

62.0 

53.8 

48.0 

46.1 

51.8 

Uttar Pradesh 

52.9 

63.6 

56.4 

64.2 

48.0 

44.0 

50.4 

Raj asthan 

59.4 

76.6 

86.6 

95.7 

41.4 

9.5 

50.2 

Madhya Pradesh 

66.2 

76.2 

81. 1 

90.2 

34.7 

38.5 

51.1 

Bihar 

47.4 

65.1 

68.6 

39.7 

53.4 

56.6 

51.9 

GROUP C 

55.4 

68.6 

67.7 

77.7 

43.7 

39.9 

52.6 

Himachal Pradesh 

58.5 

52.9 

mm 

82.4 

78.8 

85.1 

78.4 

Jammu & Kashmir 

72.1 

100.0 

91.8 

105.8 

86.9 

84.2 

90.0 

Tripura 

- 

- 

— 

179.4 

60. 2 

71.6 

88.4 

Manipur 

- 

— 

— 

78.2 

54.5 

83.2 

66.7 

Nagalanad 

48.6 

71.3 

85.6 

97.9 

75.9 

92.9 

83.1 

Meghalaya 

48.6 

75.6 

96.1 

84.6 

81.2 

86.0 

82.2 

Sikkim 

- 

- 

■ - 

- 

92.1 

95.4 

93.4 

GROUP D 

64.2 

84.2 

90.9 

99.7 

78.6 

84.4 

84.1 

All States 

50.8 

60.4 

57.8 

51.6 

41.1 

39.4 

46.3 

Notes s 1. AP refers 

to the 

three 

Annual 

Plans for the 

years 1966- 

-67, 



Uttar Pradesh 36 76 62 109 

Rajasthan 6 3 104 67 117 

Madhya Pradesh 56 89 53 92 

Bihar 46 72 48 199 

GROUP C 45 81 57 103 


Notes Sc References 

1. Source for the Second, Third and Annual Plans, draft Fourth Five Year 
Plan, p,75. For other Plans, Finances of State Governments, op cit , 

2. Fourth Plan figures of Meghalaya, Tripura and Manipur for the years 
when they had not became States are repetitions of the figures for 
the first ensuing year for which data are available. 

3. For other notes, see footnotes to Table V.l. 

4. Figures except for 1980-81 are of actuals. For 1980-81, theirs are 
of revised Estimate. 

5. For arriving at this Per Capita figure, 1951 Population has been used 
for the Second Plan, 1961 Population for the third plan, and the 
three annual Plans, 1971 Population for the fourth and fifth Plans 
and 1981 Population for the sixth Plan. 

6. Index Numbers have been calculate:^ taking this All States average 

as base. ^ 




81 I 
94 
96 j 

108 f 

99 : 
96 j 

93 j 


GROUP D 

58 

96 

70 

126 

978 

513 

2261 

100 

101 

100 

104 

281 

253 

251 

All States 

58 

95 

70 

121 

S48 

203 

901 

100 

100 

100 

100 

100 

100 

100 


IB 

Table 2 t State Plan Outlays, 1956-81 


GROUP A 72 105 85 151 421 247 1081 124 109 121 119 121 122 120 


GROUP B 63 106 73 118 304 178 842 108 110 104 93 87 88 


Punjab 
Haryana 
Maharashtra 
Gu j arat 
West Bengal 


Himachal Pra- 
desh 

88 

118 


347 

778 

462 

1793 

151 

122 


275 

224 

228 

199 

Jammu & Kashmir83 

172 

174 

343 

1038 

476 

2286 

14 3 

179 

248 

27 2 

298 

234 

254 

Tripura 

- 

— 

- 

263 

611 

398 

1272 

— 

— 

— 

208 

176 

196 

141 

Manipur 

— 

— 

— 

3 26 

1100 

57 2 

1998 

— 


— 

258 

316 

282 

222 

Nagaland 

71 

293 

453 

775 

2190 

906 

4688 

122 

305 

647 

615 

6 29 

446 

520 

Meghalaya 

71 

114 

75 

395 

949 

54 2 

2146 

122 

118 

107 

313 

27 3 

267 

238 

Sikkim 

83 

152 

180 

355 

2238 

1266 

3500 

143 

158 

257 

281 

64 3 

6 24 

389 


88 118 102 216 604 335 1463 151 122 145 171 174 165 16 2 

88 118 96 225 615 353 1495 151 122 137 178 177 174 166 

67 109 103 178 4 4 7 248 1152 115 113 147 141 128 1 22 1 28 

90 115 101 170 46 2 276 1214 155 119 144 134 133 136 135 

59 86 47 73 268 176 709 lOl 89 67 57 77 87 79 


321 

169 

773 

62 

79 

88 

86 

92 

83 

351 

197 

899 

108 

108 

95 

92 

101 

97 

329 

231 

850 

96 

92 

75 

73 

95 

114 

212 

122 

699 

79 

75 

68 

157 

61 

60 


221 

144 

729 

106 

106 

105 

100 

64 

71 

277 

191 

845 

100 

111 

118 

102 

80 

94 

306 

190 

86 2 

105 

133 

107 

81 

88 

94 

334 

200 

973 

122 

118 

107 

14 2 

96 

99 

3 28 

193 

895 

124 

110 

108 

95 

94 

95 

369 

180 

864 

100 

100 

91 

77 

106 

89 


Tamil Nadu 

62 

102 

Kerala 

58 

107 

Orissa 

61 

128 

Assam 

71 

114 

Karnataka 

72 

106 

Andhra Pradesh 

58 

96 


74 126 
83 129 

75 102 

75 179 

76 120 

64 97 



144 455 271 1019 
149 358 259 996 

131 358 186 861 

112 348 214 859 

25 164 119 395 

98 313 184 743 


Tamil Nadu 

Kerala 

Orissa 

Assam 

Karnataka 

Andhra Pradesh 


Uttar Pradesh 
Raj asthan 
Madhya Pradesh 
Bihar 

GROUP C 


Himachal Pradesh 36 56 

Jammu & Kashmir 23 Nil 
Tripura 
Manipur 

Nagaland 37 84 

Meghalaya 37 28 

S ikk j.m 

GROUP D 30 24 
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Table 4 s Non Plan Budgetary Surpluses Under the Awards of the 
Finance Commissions 

(Rupees Per Capita) 


States 

■ Revenue Surpluses Total Surpluses after Debt Re- 

' lief ' 

Finance 

Commissions 

Finance Commissions 

IV 

V 

VI 

VII 

VI 

VII 

Total 

Punjab 

27 

87 

25 2 

597 

277 

439 

716 

Haryana 

— ■ , 

80 

223 

676 

202 

490 

692 

Maharashtra 

55 

83 

149 

596 

171 

479 

650 

Gu j arat 

4 

60 

126 

423 

131 

322 

453 

West Bengal 

4 

- 

- 

157 

-2 

129 

127 

GROUP A 

- 

- 

- 

4 39 

123 

341 

464 

Tamil Nadu 

mm' 

•M 

45 

159 

44 

116 

160 

Kerala 

mm 



112 

-8 

78 

70 

Orissa 

. — ■ 


— 

15 

-7 

-18 


Assam 




74 

-9 

35 

26 

Karnataka 

■ .. : ^ ■. 

' ... 

79 

343 

78 

243 

321 

Andhra Pradesh 

- 


- 

217 

-8 

151 

143 

GROUP B 

- 



174 

19 

118 

137 

Uttar Pradesh 

2 

32 


233 

-2 

165 

163 

Raj as than 




85 

-12 

23 

11 

Madhya Pradesh 
Bihar 

19 

4 

35 

27 

282 

205 

30 

-3 

207 

145 

23 / 

14 2 

GROUP C 

- 

- 

- 

217 

3 

150 

153 

Himachal Pradesh 


— 


22 

: -16 

^ 7 ;^ '• 


Jammu & Kashmir 
Tripura 

- 



40 

23. 

Q3 

-19 

1 

- 1 

-50 

29 

49 

-69 

30 

48 

Manipur 

Nagaland 

- 

- 


-J* 

84 

/TO 

2 

90 

9Q 

92 

28 

Meghalaya 

Sikkim 


■ — 


48 

31 

— 1 

17 

4(U W 

17 

GROUP D 

•• 

- 


40 

-12 

-1 

-13 

All States 

- 

- 

- 

259 

40 

.188 

228 


Source s Reports of the Finance commissions 





Note i Internal Debt includes market borrowings and loans received from 
financial institutions, commodity boards etc. 


IV V VI All IV V 


VI All Internal Market 


Debt 


PunJ ab 
Haryana 
Maharasht ra 
Gu j arat 
West Bengal 

GROUP A 


287 

194 

103 

138 

90 

130 


Tamil Nadu 

Kerala 

Orissa 

Assam 

Karnataka 

Andhra Pradesh 


Borro- 

wings 


113 


GROUP B 

25 

40 

16 

81 

20 

31 

11 

62 

114 

117 

Uttar Pradesh 

13 

31 

8 

52 

11 

23 

7 

41 

73 

77 

Raj asthan 

16 

52 

17 

85 

22 

43 

14 

79 

120 

149 

Madhya Pradesh 

17 

18 

8 

43 

11 

12 

4 

27 

61 

51 

Bihar 

11 

18 

6 

35 

8 

14 

4 

26 

49 

49 

GROUP C 

12 

27 

9 

48 

12 

21 

7 

40 

68 

75 

Himachal Pradesh 

10 

38 

15 

63 

7 

24 

8 

39 

89 

74 

Jammu & Kashmir 

13 

25 

10 

48 

12 

23 

5 

40 

68 

75 

Tripura 

Neg. 

79 

41 

120 

— 

53 

22 

75 

169 

14 2 

Manipur 

24 

100 

52 

176 

23 

96 

33 

152 

248 

287 

Nagaland 

65 

365 

96 

526 

60 

294 

82 

436 

741 

823 

Meghalaya 

25 

76 

30 

131 

22 

63 

22 

107 

185 

202 

Sikkim 

- 

31 

25 

38 

- 

- 

- 

- 

54 


GROUP D 

14 

60 

25 

99 

13 

47 

15 

75 

139 

142 

All States 

21 

35 

15 

71 

17 

27 

9 

53 

100 

100 


Table 5 : Internal Debt of States Other Than Loans from the 
Centre 


States 


Internal Debt Market Borrowings Index Numbers 

^ • (for all Plans) 
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For Data on Plan transfers for the Second, Third and the three Annual 
Plan Periods, See "Distribution of Central Assistance for the Fourth 
Plan" - Paper submitted to the National Development Council at its meet- 
ing dated the 26th December 1970 - Statement III A quoted by Grewal, B,S„ 
in "Centre-State Financial Relations in India", Punjab University 1975, 
p.235. Data for the Fourth Plan are taken from an unpublished document 
of the Planning commission. For the Fifth and the Sixth Plans, data have 
been taken from "Finances of State Governments, REI Bulletin, different 
issues. 


States' 



Rupees 

per 

Capita 



Index Numbers 



II 

III 

/kP 

IV 

V 

VI 

All 

'll 

III 

AP 

IV 

V 

VI 

Ai: 

Punj ab 

51 

62 

45 

72 

149 

64 

443 

170 

107 

110 

02 

104 

80 

lOd 

Haryana 

51 

62 

58 

76 

157 

94 

498 

170 

107 

141 

86 

110 

118 

11 ^ 

Maharashtra 

23 

4 2 

28 

47 

89 

62 

291 

77 

72 

68 

53 

62 

78 

66 

Gujarat 

31 

54 

36 

58 

114 

62 

355 

103 

93 

88 

66 

80 

78 

81 

West Bengal 

28 

45 

32 

48 

104 

57 

314 

93 

78 

78 

55 

73 

71 

h 

/ .. 

GROUP A 

31 

48 

34 

54 

108 

63 

338 

103 

83 

83 

61 

76 

79 

77 

Tamil Nadu 

32 

55 

35 

48 

122 

58 

350 

107 

95 

85 

55 

85' 

73 

8C 

Kerala 

28 

72 

52 

80 

145 

68 

445 

93 

124 

127 

91 

101 

85 

ICl 

Orissa 

45 

78 

45 

71 

169 

128 

536 

150 

134 

110 

81 

118 

160 

122 

Assam 

35 

86 

72 

117 

230 

135 

675 

117 

148 

176 

133 

161 

169 

15 3 

Karnataka 

35 

66 

45 

57 

113 

58 

374 

117 

114 

110 

65 

79 

73 

86 

Andhra Pradesh 

31 

61 

44 

53 

152 

86 

4 27 

103 

105 

107 

60 

106 

108 

97 

GROUP B 

33 

66 

45 

64 

146 

82 

436 

110 

114 

110 

73 

10 2 

103 

9f. 

Uttar Pradesh 

19 

48 

35 

70 

143 

75 

390 

63 

S3 

85 

SO 

100 

94 

9£' 

Raj asthan 

37 

80 

58 

112 

145 

19 

451 

123 

138 

14 2 

127 

101 
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Madhya Pradesh 

37 

68 

43 

83 

114 

89 

434 

123 

117 

105 

94 

80 

111 


Bihar 

22 

47 

33 

79 

113 

69 

363 

73 

81 

80 

90 

79 

86 

;; Jl , 

GROUP C 

25 

55 

39 

80 

130 

69 

398 

83 

95 

95 

91 

91 

86 

9C 

Himachal Pra- 















desh 

51 

6 2 

- 

286 

613 

393 

1405 

170 

107 


325 

429 

4 ' 

319“ 

Jammu & Kashmir60 

172 

160 

363 

902 

401 

2058 

200 

297 

390 

413 

631 

501 

463 

Tripura 

- 

- 

- 

472 

368 

285 

1125 

— 1 



536 

257 

356 

256 

Manipur 


- 

- 

255 

600 

476 

1331 

• — - 



290 

420 

595 

302 

Nagaland 

35 

209 

388 

759 

1663 

842 

3896 

117 

360 

946 

863 

1163 

1053 

885 

Meghalaya 

35 

86 

72 

334 

771 

466 

1764 

117 

148 

176 

380 

539 

582 

401 

Sikkim 

- 

_ 

: - 

- 

206 2 

1209 

3271 

■■ ■- 


: 4 - -. 

- 

144 2 

1511 

to: 

GROUP D 

54 

128 

164 

354 

769 

433 

1902 

180 

221 

400 

402 

538 

541 

432 
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of Rank Correlation with per 


Per Capita Aggregate Plan 
Transfers C 

Per Capita Plan Outlays C 

Proportion of Plan Transfers 
to State Plan Outlays -C 

Per Capita States ' Own Re- 
sou3fces ^ 

Per Capita Revenue Surpluses 
under the awards of the Finan- 
ce commissions 

Per Capita Overall Surpluses 
after Debt Relief awarded by 
Finance commission 

Per Capita Internal Debt 

Per Capita Market Borrowings 

Per Capita Direct Institutional 
Support to State Budgets 


tween Per Capita income at the 
.ject to the constraints imposed by 
■ ''l income) and financial flows 

Thus the coefficients for the second 
1955-56 (NCAER estimate) 
Annual Plans with 1964-65 
973-74 and Sixth Plan with 


Rank Correlation is worked out: neuweeu^ 
beginning of the tlan Period (subject 
the availability of data on Per 
during subsequent Plan Periods. 

Plan is with Per Capita income of the year 
for Third Plan with 1960-61 (CSO estimate) 

Fourth Plan with 1968-69, fifth Plan with 
1975-76. 

Due to difficulties in getting Per capita income 
special category states have been excluded. 

values of coefficients 

n-687 are significant at l/o level. 





Though Gadgil tried to provoke discussions on the principles to 
determine the Plan Outlays? his own fomula related only to Flan 
assistance and was regressive as we see by the end of his paper. 


Throughout this study the terms Plan transfers and Plan a 
are used to include only transfers to finance State Plans 
excludes transfer for Central arid Centrally sponsored sch 
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TRANSFERS FROM THE CENTRE TO THE STATES IN INDIA 


by 

P.K, Bhargava/ M.A. , Ph.D. 

Reader in Economics 
Banaras Hindu University 
Varanasi - 221005 

The division of functions and resources in a federation like 
India, when based on efficiency and scientific considerations 
logically creates a gap between the revenue resources and require- 
ments of the States. Such a situation arises because the States 
have dynamic and expanding functions but they are deprived of 
productive and elastic sources of revenue. The imbalance is, 
therefore, inherent^ and cannot be corrected without resources 
being transferred to the States from the Centre. In India, 
resources are transferred to the States through two bodies s the 
Finance commission and the Planning commission. While the Finance 
commission has a constitutional basis, the Planning Commission was 
appointed by a resolution of the Government of India in l95i. 
Although there are vast differences in their functioning, methods, 
and approach, yet one fact remains common to both that they have 
been instrumental in transferring resources from the Centre to the 
States on a large scale. The Finance Commission makes its recomme- 
ndations to the President regarding the distribution of taxes, which 
are to be, or may be, divided between the union and the State 
Governments. In addition, it also makes its recommendations 
regarding grants- in-aid of revenues under Article 275^ of the 
constitution and on any other matter referred to it by the President 


1 chronic gap between the own resources and expenditure potential 
of ?hesiatls seems to be an inherent feature of all well-esta- 
blished federations", D.T. Lakdawala, Uni on-S t ate F inanci , a l 
Relations, 1967, p.45. ■ . . 


Thus, the transfers through the Finance Commission have been 
effected under the category of tax- sharing and. statutory and 
other grants. Loans and grants for Plan schemes as also for Central/ 
Centrally sponsored schemes are held outside its purview and are 
channelled to the States through the Planning Commission. 

Table 1 shows that the total resources transferred from the 
Centre to the States increased from Rs. 1431 crores in the First 
Plan to Rs.2868 crores in the Second Plan and further to Rs.5600 
crores in the Third Plan. Thus the total resources transferred 
during the Second Plan were twice the resources transferred during 
the First Plan and the resources transferred during the Third Plan 
were almost twice the resources transferred during the Second Plan. 
The total resources transferred to the States in the Fourth Plan 
at Rs. 15101 crores were more than two-and-a-half times of the 
resouraes transferred during the Third Plan Period. During the 
five years 1974-79, the total resources transferred from the 
Centre to States were as much as Rs.25,282 crores and now in a 
.single year, for example in 1979-80 (Rs.8l93 crores) and also in 
'•1980-81 (Rs.8462 crores)., the resources transferred exceed the 
'total amount of resources transferred during the Third Plan period, ; 
It may, however, be pointed out that there is not much variation 
when these transfers are looked at as a percentage of States 
total expenditure on revenue and capital account. This percentage 
increased from 42.7 in the First Plan to 52.2 in the Third Plan 
and further to 53.9 during. the Annual Plans as shown in Table 1. 
Since then this percentage declined to 42.1 during the period 
ig74>.79 but rose to 44.8 in 1979-80' (Revised) and declined again 
to 43.6 in 1980-81 (Budget). .However, the fact remains that the 
States' fiscal dependence on thei.'^hfc'ne ^,^as been increasing rapidly. 


Table 1 



sfers. From the beginning of the First Fia' 
the share of loans has exceeded the share 

Tn thci total transfers. It was for 


ment in the sphere 


from the share of divisible taxes ano auties axe 

recommendations of the Finance Comm.ission and are given in aid of 
general revenues. They do not, therefore, compromise the fiscal 
independence of the States. The increasing share of divisible 
taxes and duties in the total transfers in future will be rejoiced 
bv the States as it will strengthen their autonomy. 


the Finance Commission and the Planning Commission 

(1966-69), resources 


by two bodies 

Table 2 shows that upto the Annual Plans 
transferred through the Planning Commission cxceedeo me resources 
transferred by the Finance Commission. Table 2 also shows that 
during the First Plan, the Planning -Commission* s share in the tota. 
resources transferred to the States was as much as 61.5 per cent 
whereas that pf the Finance Commission was only 31.2 per cent. The 
percentage share of the Planning Commission came down to 46.9 in 
the Second Plan but rose again to. 48. 9 in the Third Plan and stood 
at 35.9 during the Annual Plans., However, the fact remains that 
the Planning Commission had . an upper hand over the Finance Commi- 
ssion and it controlled a substantial, part of the total resources 




Planning commission in deciding Central assistance created a dile- 
mma in the sphere of Indian federal finance because the assistance 
from the planning commission to the States / prior to the Fourth 
Plan/ was not based on any objective criteria. Thus a substantial 
part of the resources was doled out to the States without any 
scientific considerations and political factors came out to dominate. 
The emergence of the Planning commission as a significant body to 
transfer resources from the Centre to the States undermined the 
importance of the Finance commission. Accordingly/ the Third 
Finance Commission suggested that either the functions of the 
Finance Commission be enlarged "to embrace total financial assist- 
ance to be afforded to the States"^ or "transform the Planning 

3 

Commission into Finance Commission at the appropriate time,*'’ It 
is a happy development that since the Fourth Plan the Finance 
Commission controls a relatively greater part of the resources 
transferred to the States and at present it controls almost 50 
per cent of the total Central transfers. However, this does not 
■solve the problem altogether because; there is still scope for better- 
functioning of the two bodies. : ; 

Whether the rescuces are transferred to the States through 
the Finance Commission or the Planning Commission/ one basic fact 
remains that the transfers must result in reduction of existing 
disparities among the States and help to develop faster the 
relatively backward States of the countiry. It is, however/ 
unfortunate that the transfers to the States have not been effected 
on the basis of such scientific principles as could help in 

2 Report / 1961/ pp. 35-36, 

3' Ibid./ p.36. 


achieving these objectives. As a result, -the existing disparities 
between the States have tended to increase. In Table 3, m 
columns 1, 3 and 5 the States have been arranged in descending 

order of their per capita income in 1960-61, 1970-71 and 1979-80, 

respectively. In columns 2, 4 and 6, States are arranged in 
descending order of the per capita sums allocated to them out of 
the total resources transferred fromi the Centre in 1960—61, 

1970-71 and 1980-81 (Budget) , respectively. The Table shows that 
the poorest states have not received the largest per capita 
allocations out of total Central transfers. Punjab, the third 
richest in terms of per capita income, received, the highest per 
capita allocation of total transfers (encluding Jammu & Kashmir 
in which case political factors also influence the decisions) at 
Rs. 35.5 in 1960-61 while Bihar (Rs.14.3), the poorest State, 
ranked 13th in terms of per capita total transfers during that 
year. Similarly, Uttar Pradesh, which ranked 13th in terms of 
per capita income, stood lowest in terms of per capita total 
transfers at Rs.12.6. Similarly, the ether relatively poorer 
States such as Orissa and Madhya Pradesh also received lower per , 
Ccapita total transfers ds compared to the relatively better-off 
States such as Punjab and Gujarat. The Table also shows that 
West Bengal, which ranked second in terms of per capita income, 
was allocated a highc.r per capita assistance as compared to the 
backv/ard States of Madhya Pradesh, Bihar and Uttar Prefdesh. 
Similarly, Maharashtra, which stood first in terms of per capita 
income, received higher assistance than Bihar and Uttar Pradesh. 
Thus the relatively backx^ard States of Bibar, Uttar Pradesh, 
Orissa and Madhya Pradesh were not getting their due share. 


In 1970-71, the situation did not improve much, Punjab, 
the richest State in terms of per capital income, received per 
capita total transfers equal to that of Madhya Pradesh and higher 
than that of Bihar and Uttar Pradesh. Similarly, the developed 
States of West Bengal, Haryana, Gujarat and Maharashtra, which 
enjoyed quite a high rank in terms of per capita income, were 
allocated higher per capita total transfers as compared to the 
relatively backward States of Madhya Pradesh, Bihar and Uttar 
Pradesh. 

In 1980-81 (Budget) also, Punjab (the richest State in terms 
of per capita income) was allocated higher per capita total 
transfers as compared to the relatively poorer States of Uttar 
Pradesh, Bihar and Rajasthan. Similarly, the other relatively 
better-off States, such as Haryana, Maharashtra and West Bengal 
received higher per capita total transfers as compared to the 
backward States of Uttar Pradesh, Bihar, Rajasthan and Kerala. 
Gujarat, with much higher per capita income, ranked third in 
terms of per capita total transfers. The need to allocate higher 
per capita total transfers to relatively backward States cannot 
be over- emphasised. Some of the poorer States, such as Bxhar, 
Uttar Pradesh, Rajasthan and Kerala are not getting their due 
share. In order to strengthen the unity and integrity of the 
Indian federation it is not only desirable but almost inevitable 
that the assistance to these States must be increased. 

It would also be worthwhile to examine separately the per 
capita transfers effected through the Finance Commission and the 
Planning Commission as it will, enable us to find cut whether 
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either of the agencies has been following seient if ic principles 
in their scheme of resource allocation among the States. Table 4 
shows the per capita sums allocated to individual States , 

the Finance Commission. In the Table in columns 1 , 3 and 5 
States have been arranged in descending order or their per capita 

income in 1960-61, 1970-71 and 1979-80, respectively. In columns 

2, 4 and 6 States have been arranged in descending order of per 
capita sums allocated to then through the share of Central divisible 
taxes and statutory grants in 1960-61, 1970-71 and 1980-81 (Budget), 

respectively, ^n examination of the Table shows that the poorest 
States have not got the highest per capita share in Central, 
divisible taxes and statutory grants. Thus Punjab, the third ^ 

richest State, received the highest (excluding Jammu & Kashmir) . 

^per capita grants and share in Central taxes. Bihar, the poorest 
State, received lower per capita grants and tax shares as compared 
to all other States excluding Tamil Nadu, Maharashtra and Uttar 
Pradesh. Gujarat, the fourth richest State, ranked fourth in 
terms of per capita grants and tax shares. West Bengal also 
received a higher per capita grants and tax shares as compared 
to many of the relatively backward States. Uttar Pradesh, which , 
ranked thirteenth in terms of per capita income, received the 
lowest per capita grants and tax shares. Thus the poorer States 
of Bihar, Uttar Pradesh, Kerala and Madhya Pradesh were not getting 

their due share. 

The situation slightly taproved In 1970-71 when Punjab and ; 
Haryana received the lowest per capita grants and tax shares. 
However, Bihar, Madhya Pradesh and Uttar Pradesh were still lower 
in the ladder and were getting relatively s„.ai:ur per capita grants 
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and tax shares as compared to relatively developed States of 
West Bengal, Maharashtra and Gujarat. We are happy to record that 
Bihar and Uttar Pradesh reached higher in the ladder m 1980-81 
(Budget) when both of them got higher per capita grants and 
shares as compared to West Bengal, Gujarat, Maharashtra, Punjab 
and Haryana, It may, however, be emphasised that both the States 
are still not getting their due share. It may also be noted that 
Rajasthan, which has relatively lower per capita income, received 
the lowest per capita grants and tax shares. It is not y 
desirable but urgently required that the Finance Commission in 
future recommend devolution of taxes and grants on the basis of 
such scientific principles as may benefit the relatxvely back- 
ward states of Bihar, Uttar Pradesh and Rajasthan. 

A major part of the grants (other than statutory grants) and 
'loans are given to the States through the Planning Commission. 

An examination of such assistance shows that the relatively 
backward States have been left behind due to the absence of 
scientific and well-planned principles. Table 5 shows the per 
capita share of individual states in grants other than statutory. 

In the Table in columns 1, 3 and 5 States have been arranged m 
descending order of their per capita income and in colum 2, 4 and 
6 States have been listed in descending order of per capita sums 
received by them through grants- in-aid other than statutory. In 
1960-61, Punjab and Tamily Nadu (excluding Jammu & Kashmir) rece- 
ived highest per capita grants whereas the relatively backward 
States of Uttar Pradesh, Madhya Pradesh, Bihar, Orissa and Raja 
sthan received smaller per capita grants as compared to the better- 
off . States, such as Tamil Nadu, and .Karnataka. In 1970-71 also, 

' Bihar, Uttar Pradesh, Kere^la/ Pradesh got smaller 

. ' . : 1 11 ,- ... 
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per capita grants as comparea to tha relatively developea States 
of Gujarat, Punjab and Haryana. The situation did not imp 
much even in 1980-81 (Budget) except that Orissa and Madhya Pradesh 
reached higher in the ladder but the poorer States of Bihar, Uttar 
Pradesh and Kerala received smaller grants as compared t- 
developed States of Gujarat. Punjab and Haryana. It may also be 
noted that Maharashtra, »hl=h ranks second in terms of per capita 
income, received higher per capita grants than Bihar and Kerala. 

Once again, the need to Increase Central assistance to the rela- 
tively backward states, whose needs are greater but find it 
difficult to raise sufficient resources, cannot be stress 
the smooth functioning of the federation and broader national 

interest. 

Per capita Central loans to individual States have been 

m -wi ft Tn the Table in column 1 , 3 and 5 States have 
shown in Table 6. In tne a. acre 

been listed in descending order of their per capita income in 
1960-61, 1970-71 and 1979-80, respectively. In column 2, 4 and 6 
States have been arranged in descending order of per capita Central 
loans in 1960-61, 1970-71 and 1980-81 (Budget), respectively. The 

Table Shows that Punjab (excluding Jammu 4 Kashmir) received the 
highest per capita Central loans in 1960-61. The relatively 
backward States of Uttar Pradesh, Bihar, Madhya Pradesh and Orissa 
got smaller per capita loans as ccmpared to the advanced States 
of Maharashtra and Gujarat. The relatively developed State of West 
Bengal received higher per capita loans as compared to Madhya 

■e „d Uttar Pradesh. The situation slightly Improved 
Pradesh, Bihar and Uttar praaet.u. 

in 1970-71. Still, Haryana and West Bengal were getting higher 
per capita loans as compared to Kerala, Orissa, Bihar, Madhya 
Pradesh and Uttar Pradesh. Maharashtra was also getting a higher 



per capita loans as compared to Bihar, Madhya Pradesh and Uttar 
Pradesh. Uttar Pradesh received the lowest per capita loans so 
also Madhya Pradesh received much smaller per capita loans. 

The situation deteriorated In 1980-81 (Budget) when relatively 
developed States of Punjab, Gujarat, West Bengal and Maharashtr 
received higher per capita loans than Madhya Pradesh, Bihar, 

Uttar Pradesh, Andhra Pradesh, Rajasthan and Kerala. The rela- 
tively backward States of Bihar, Uttar- Pradesh, Rajasthan and 
Kerala received lower per capita loans as compared to the developed 

State of Haryana. 

The above discussion leads to the Inescapable conclusion 
that the different forms in which resources are transferred, from 
the centre to the States either through the Finance Commission 
or the Planning Commission have the unfortunate consequence that . 
the relatively backward States continue to be underdeveloped and 
the levels of existing disparities have not bean reduced in the 
desirable manner. It is depressing to note that Bihar continues . 
to have the lowest per capita Income and Uttar Pradesh, whose ^ 
per capita income was 5 per cent above the all- India average xn 
1950-51 (the last year of the pre-plan period) has a level of 
per capita income at present which is about 24 per cent lower 
than the all-India average. The obvious answer to such a state 
of affairs lies in pursuing wrong criteria for allocation 

resources among the States. 

so far as the Finance commission is concerned, it has followed 
different criteria for devolution of taxes and grants- in-aid among 
: ■ the States. The working of the past Finance commissions shows that 




population has teen need as the main criterion for dlstrihuting 
the proceeds of inccme-tax and union duties o.. e..cise. 
seventh Finance Commission in its efforts to place the financially 
weaher States on a better footing though that it would be desirable 

to adopt the “overall Indicators of backwardness ... instead of 
partial indicators.'- Accordingly, the Commission gave equal 
weightage of 25 per cent to population, the Inverse of the per 
capita State domestic Product, percentage of the poor in each ^ 

State to its total population and a formula for revenue equal 
sation, in the distribution of the much enlarged divisible pool 

. ^ T-h is however, not understandable as to 

of union excise dunes. Ir is, nowev . 

r'ot- sdnnt the same principles for the 
why the Commission did not aaopt. utit, o i,- 

distribution Of divisible pool of income-tax if it really wanted 
to favour the less-developed States. Also why the Commissron dr 
not give a greater weightage to States' per capita Income rather 
than taking into account the 'poverty ratio' of the States for the 
purpose. The criterion of 'poverty ratio' need not necessarily 

benefit the relatively backward States as it shows the level of 

. n J+. no rfliii-p -oossible that a State, with 

income distribution and it is (^ite possic 

, Vi-ioihok- invert’'’' ratio because of grea- 

higher per capita income has a highe- povert. 

• -u a button of income. The poverty ratios in 

disparities in the distributu-on 

^ oi Actively better-off States, such as West Bengal and 
the case of relatively cei-utij- 

V,' -her- romcared to the relatively backward 
Tamil Nadu, are higher as compareu 

ov, TO aoch Oriss-a, Rajasthan and Kerala. Maharashtre 
States of Madhya x-radash, Orissa, j 

_ .1 -^-p Pn'hi -i c Finance and Policy 

4 A study by the 6 ^."to 1973-74 "(the period covered by 

concluded that caring p~nrt-h and Fifth i.-’inance commission), 

the awu.cds of the Third, Jy^h anj Fit 

population could ®2P^®T,„''peucentagas, thus stating the fact 
the variations in Py=“to®of pooulation. 

that taxes arc devolved on tne basis p . 

' 5 Report ' (1978), p.86„ , ' ' : 'p I j;" " ' 
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has also higher p^erty ratio as compared to the poorer States of 
Orissa, Rajasthan and Kerala. Under such a situation the very 
Objective of taking poverty ratio as a basis for distribution is 

defeated. 

It may also be emphasised here that for a long time budgetary 
deficit of the States on a standardised basis has become the main 
basis of grants-in-ald recommended by the Finance commission. 

Under such a situation. States with high levels of expenditure 
or relatively low levels of taxation would get grants irrespective 

of their economic strnegth. Though the principles such as tax 

effort and economy in expenditures have been approved by the 
successive Finance Commissions but, in fact none put them into 
practice satisfactorily. It may be pointed out here that the 
Sixth Finance Commission, rather than improving upon the effort 
index initiated by the Fifth Finance Commission, ignored it on 
the ground that a formula based on relative tax effort ■would 
place at a disadvantage some of the States faced with big gaps 

on non-Plan revenue accounts."® The Seventh Finance Commission 

observed that "we have taken into account the tax effort of the . ^ 
States and the returns which prudent management of public enterpri- 
ses should fetch to the State Governments."’ It may be pointed 
out here that lot of inequity arises if uniformity Is insisted 
upon all the States regarding their performance or returns on 
investment in irrigation, transport and power projects. However, 
the Seventh Finance Commission seems to have done exactly this when 
it Insisted that receipts from multi-purpose, major and medium sche- 
mes "should not only cover working expenses but also provide a 

the coiomissio.n^.-:-1973^ p,52, 

7 Report (1978) * op. ^ , -- 
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return by way of interest of 1 per cent of the total capital 

„8 

invested by the States at the end of 1978-79. . . . 

The budgetary gap has thus been the bedrock of statutory 

grants and almost all the Comraiss ions have adopted a gap filling 
approach, although each Finance commission has disclaimed a 
mechanical approach of gap filling. It may be emphasised here 
that despite the claim of the Sixth Finance commission that they 

"have not adopted the approach of mechanical filling up of the 
gap between receipts and expenditure. the importance of the- 
concept of 'budgetary equilibrium' could not be discarded 

altogether by them. With the result, the revenue surpluses of 
backward States were adjusted against the provision of fun 
earmarked for upgradation of the standards of essential adminis- 
trative and social services. Thus, Madhya Pradesh did not 
■ receive any grant as it was estimated to have revenue surplus 

of RS.110.18 crores. 

AS a result of gap filling approach adopted by the successive 
Finance Commissions, we find that the relatively backward State 
of Uttar Pradesh would qualify for a grant, under article 275(i) 
of the constitution, only under the awards of the Sixth Finance 
commission. Similarly, Bihar, the poorest state, did not get 
any grant from the Fourth, Fifth and Seventh Finance Commissions 
under article 275 (i) of the Constitution. The surpluses arising 
in the- case of these States are due to their inability to provide 
services at adequate levels, in comparison with other States. 


The Plan assistance to the States throagn the Planning 
commission is also not based on systematic and planned pninciples. 
Central assistance to the States, through the Planning Commissi 
Is given for the States' own schemes decided on the basis of the 
gap between the States' own resources and the site of the Plan 
determined by the Planning Commission as also for schemes spon- 
sored by the Centre which are wholly or partly financed by 
Prior to the Fourth Plan, while there was an agreed celling on aggre- 
gate Central assistance for State Plans, plan assistance was gi 
on a schematic basis. In the beginning, the assistance was based on 
very detailed schemes and its quantum varied from scheme to scheme, 
differed within a scheme for different types of expenditure and in 
some cases changed from year to year. The conditions and the com- 
position of grants and loans also varied with the detailed nature 
of expenditure. If there was a difference between the total appro- 
ved Central assistance to a State and the money earned by It on a 
schematic basis, the difference was given in the form of a misoe- 
llaneous loan. "This formula was found to leave great scope for . 
political pressures and barglning, it was found that the richer 
States got more of their assistance in the form of grants than the 


poorer ones 


..10 


The schematic pattern of assistance suffered from many defects. 
The States took up schemes, without careful planning and scrutiny, 
as and when the Central assistance was offered to them. The State 
Governments, though supposed to bo better eqtippod with local needs, 
resources and limitations, gave little thought to the suitability 

””” ^ la ‘“r’p.ntre-State Financial Relations”/ in Centre- 

“ Siaie flSSLsSSiy (P-P-- -*<5 

Conference, Bodh Gaya, 1972) published by Popular Prakashan, 

RombaV/ p.viii. ■ ' ' ' ■ 


of schemes. In order to get more assistance, they cut down their 
expenditure on non-scheme items which would have been more pro- 
ductive to them. Under the situation, "it appears that in the 
initial years of planning, there were many complications in regard 
to the enumeration of schemes and determination of the quantum of 
assistance, and also there was confusion and delay in regard to 


the disbursement of the grants to the States 


.,11 


hs the assistance was largely given on the matching principle, 
it went against the interest of relatively backv/ard States. The 
relatively better-off States, being in a position to raise large- 
resources, could better match their resources to qualify for the 
grant. In addition, such States were in a position to draw a 
better Plan because of their better administration. The Second 
Finance Commission criticised the system of matching grants and 
pointed out that "The State Governments were unable to meet their 
share of the expenditure on these schemes as all the resources hEad 
■already been committed for their inescapable expenditure for the 
implementation of the Plan. Their difficulty was greater in. the 
case. of schemes outside the Plan. ^he system of matching grants 
cannot be justified as it would normally go against the interest 
of backward regions and favour the relatively better-off States 
which can easily qualify for Central assistance and utilise 

matching grants to a greater extent because of their better 

13 

financial position. 

11 G. Tfci^alah, "Plan Grants in India - ft Critical ^aluatlon". 

T he Indian Journal of Public ftaministration . ^?ol.XXII, No. 2, 
April- June, 197 6 7 p.241. 

12 Report (1957), p.68. 

"The richer States like Maharashtra, Gujarat got 
cSntr TMs was not merely because of cleverer PfOPl^ xn the 
ZcTelerilt. l? was because they, had resources which they could 
emnlov in ^’uch a manner that tliey. could get to that position . 

' n Gadail in a bnnici ^t ^antitied FormulaM D-P Pj:ans, based 

on ^n aSreA given in fthmedabad qn HOTetrfcer 24, 1968, under the 
auspices of the Ahmedabad Managemdhfe^Asso elation. 
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The State Governments have been insisting from time to time 
that Central assistance be based on certain objective criteria. 

The Planning Commission, with the assistance of National Develop- 
mental council, divised a new formula for distribution of Plan 
assistance among States other than Assam, Nagaland and Jammu & 
Kashmir. In terms of this formula from 1969-70, 30% of the 
assistance is made in terms of grants and 70% in terms of loans. 

Under the existing arrangement in force since 1969-70, the 
total resources thus allocated to a State are determined in terms 
of 60% on the basis of population, 10% on the basis of per capita 
tax effort, 10% on the basis of continuing major and medium irri- 
gation and power projects, 10% on the basis of special problems 
-(such as floods, chronically drought affected areas and tribal 
areas) of individual States and 10 per cent (raised to 20 per cent 
from 1980 when the weightage of 10 per cent given to the continuing 
irrigation and power schemes was abolished) was to accrue to the 
poorer States with per capita incomes below the all-India average, 
i.e., on the basis of economic backwardness. As a result of this 
arrangement, popularly known as Gadgil formula. Central assistance 
to States has been made on certain rational criteria. The earlier 
system of tying Plan grants to specific projects and matching 
assistance has almost been given up. However, the States are not 
satisfied with the allocation of Plan resources in terms of the 
Gadgil formula. Ten per cent (now 20 per cent) specially set apart 
for the poorer States was a welcome, feature but it did not take 
into account the past progress made by the States as a result of 
the expenditure for which an allowance had already been made by 
the Pinance commission. ' Poor StatpS'OalSO lose when tax effort is 



judged as a proportion of revenue to State income beeause with 
the same level of taxation they cannot in terms of percentages 
V" -T G "1 amoiint cf tax revenues as the 


The loan content of the Plan assistance needs a more radical 
reorganisation. The States feel that the allocation of 70 per 
cent of the resources on the basis of loans places an unduly 
large burden on them. It is this arrangement which has led to 
the present situation of States' indebtedness. Accordingly, the 
States feel that the proportion of grants should be increased and 
that of the loans reduced in the total Plan assistance. This 


It is a happy situation that in recent years the Planning 
Commission has attempted, to benefit relatively more to the back- 
ward States. From 1979 the Commission has adopted the lATP formula 
for a substantial part of plan assistance and utilised the dis- 
cretionary assistance for the benefit of relatively backward States 
Since 1980, the Gadgil formula has also been modified in favour of 
the poor States. The weightage of 10 per cent given to the conti- 
nuing major and medium irrigation and power projects has been 
abolished and the States with per capita income below the national 
rmalifv for 20 per cent assistance on that basis instead 


relatively backv/ard States during recei 
t. "Hovrever, for major States as a 
i stance worked unevenly and unjustly 


whole 
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in some cases. It may also be emphasised here that centrally 
sponsored schemes (not bound by the Gadgil assistance formul 
could be used to benefit the relatively backward States. The 
States in general welcomed these shcmes because they got the 
share in the scheme, in addition to the agreed plan assistance. 
However, an examination of the per capita State-wise expenditure 

on centrally sponsored schemes during 1974-78 shows that the rela- 
tively developed States have benefited more. The per capita exp- 
enditure on these schemes was highest in the case of Gujarat 
(Rs,45.2) during the period followed by Haryana (Rs.44.3). The 
per capita expenditure in the case of Punjab (rs.35.0) and Maha 
rashtra (Rs.33.1) was also higher as compared to the relatively 
backward States of Bihar (Rs, 16. 9), Uttar Pradesh (Rs.22.0), Kerala 
(Rs.25.3), Madhya Pradesh (32.0) and Orissa (Rs.32.9). While the 
relatively developed States benefited more because of their better 
resource base, better administration and greater knowledge,- it is, 
however, unfortunate that in many cases the Central parental 
departments hardly cared about which States benefited from their 
schemes. The decision to curtail these schemes and the sums thus 
saved to be distributed on a more progressive basis was a step in 

the right direction. 

AS things stand. States get assistance from different bodies 
in different forms and on the basis of different criteria. Prior 
to the commencement of Planning, assistance was given to the States 
under Articles 270 and 272 of the constitution through sharing of 
Income tax and Union excise duties, respectively. Grants in lieu 

14 Professor D.T. finance Commission” held at the 

on "Fiscal Re-adjustment a ^ he .xna February, 1983 

Department of Economics, lucknow universi-y , 

■ (Mimeo) / ' ^ ' 



of jute exi.-ort duty ana general ^ 

under Articles 273 end 275; resreotivcXy.. If revenue sharing 
weuld have continued as the principal method of transferring 
funds from the centre to the States and grants- in-ald 
were used as a residual method, there would have been no difficul- 
ties in the union-state financial relations. However, during the 
planning era central grants to the States "ma.de for a public pur- 
pose" under Article 282 of the constitution, on the recommendations 
of the Planning commission, have become more important in qua 
and nature than the grants made under Article 275 on the recommend- 
ations of the Finance commission. In addition, there is no appro 
priate forum where it could be examined whether the total assist- 
ance given to the States conforms to any objective criteria, under 
such a situation, the State Governments often take advantage by 
presenting different estimates of their resources before the Plan- 
ning commission and the Finance Commission. This creates unnecessar 
duplication and conflict in the working of the two bodies. « The 
recent innovation of associating a member of the Planning Commission 
with the Finance Commission as was done by the Sixth Finance Comm 
ssion and continued by the Seventh and Eighth Finance Commissions 
is a step in the right direction but the fact remains that the 
overriding importance of the Planning Commission in deciding Central 
to the States defeated the intentions of the Constitution 


ion (1973) rightly obtain* 
orecasts submitted by the 
for the Fifth Plan period 
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While the Planning coniinission ptoviaes increasingly large 
assistance to the States, it should equally be concerned with the 
utilisation Of these Bunds. It must ensure whether the fends have 
been utilised for the purpose for which they were sanctioned an 
whether the States adhere to the schedule agreed to in the Plan 
so that the projects are completed in time. In the bigi 
this Job of monitoring the work of the Plan was entrusted to 
the advisers in the commission. The commission has at present 
18 advisers as compared with a mere three in 1952. These 
advisers are expected to visit the States or the areas allotted 
to them and closely follow the progress of the programmes. They 
are also expected to help the States to find solutions to problems, 
if any. ■ The'se advisers are supposed to be a link between the 
commission and the projects. However, from the very beginning 
this arrangement did not make a dent in the problem of the imple- 
mentation of the Flan due to the quick transfer of these advisers 
and the long delay In their replacement and appointment brought ^ 

h- i\-F+-or the death of Pt. Nehru, the practice 

the scheme into disuse. After the aeaun 

was almost given up and the visits by advisers, if at all. became 

a thing of the past. Moreover, the States also felt it as an 

Thp timelv implementation of Plan 
infringement of their autonomy. Tho time y 

4 - ^pvic© to ©nsn r*© piroQir©ss 

is still a mirage with no concrete inbuilt device t 

The Planning commission should, therefore. 

Of various programmes. The liannmy 

seriously ponder over this aspect and devise suitable meafefeS to 
ensure the Jumplenentatioh of Plan programmes by the States in time. 

This is essential because the formulation of the Plan and its ^ 

• of" til© Pl3.nn.xnQ 

implementation should be the primary duty 

■ ssion. : ' ; 


■ — -KK "pole of Planning commission”. The Economic 

16 See A. N. Prabhu, ' Role or. Piannn y , , 

mimps. March 30, 1981. 





The total assistance to be provided to the States/ whether 
by way of tax-sharing, grants- in-aid or loans, should be placed 
at the disposal of the Finance Commission. This will enlarge 
the scope of the Finance Commission without there being any 
encroachment on the functions of the Planning Commission whose 
real task, under the new set-up, will be to formulate national 
Plans and devise ways for the implementation of Plan programmes, 
as referred to above. The Finance Commission will take the Flans 


commission will visit the States from time, to time and submit its 
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An acceptable dichotomy of functions between the Finance 
Commission and the Planning Commission is urgently needed. The 
Planning Commission should be entrusted with the task of for- 
mulating national Plans and devise such mechanism as may ensure 
the implementation of various Plan programmes in time. In doing 
so, the Commission should find out the scope of mobilisation of 
resources by the Union and State Governments, It should also 
make a survey of the natural resources of different parts of the 
country. Having assessed the potentiality of financial and physi- 
cal resources, it should draw out the national Flan and specify 
State components in it. The Planning process should become as 
non- political as possible. The States implementing the Plan 
programmes in time should be suitably rewarded. This will inspire 
other States to follow suit. 


reports periodically to the Finance commission which will make 
use of this information subsequently at the time of allocating 
funds to the States. Alternatively, there may be common meetings 
once a year at least, of the Planning commission and the Finance 
commission to ensure coordination in their working. 

It is also suggested that the Finance Commission be made 
a continuing body with the provision that each year one member 
will retire. This arrangement will allow fresh blood to enter 
and at the same time prevent any vested interests being estab- 
lished as all the members of the Commission will be changed in 
five years, a continuing Finance Commission will also have the 
advantage of learning by experience as a perm.anent Commission 
would do. It will get an opportunity to review the finances of 
Union and State Governments in continuity in the context of 
national goals to be achieved. 




Resources transferred from the Centre to the States (Crores of Rs 
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Table 3 : Per capita share of Individual States in total Transfers from the Centre (Rs.) 
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Table 4 s Per capita share of Individual States in Statutory Grants and Centra 
- sible Taxes- (Rs . ) i ' ■ 
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Table 6 s i^'er capita Central Government Loans to Individual States 




^Financing of the States ' Plans; A PerspeGtive 
on Regional Development ' 

M.M. Ansarl 

One of the major objectives of the National Development 
Council (NDC) has been to* ensure the fullest development of 
the less advanced regions* vdLth a view to minimising the 
inter-regional disparities in income, incidence of poverty and 
essential social services across the federation. The main 
rationale behind the aim of reducing socio-economic inequality 
is to accomplish the national objective of establishing a 
'socialistic pattern of society* -wherein every unit of the 
federation is treated eq-uitably in all the matters concerning 
either the exploitation of economic opportunities or the 
distribution of the benefits of economic development* Almost 
all the Five Year Plans have accordingly emphasised on the 
need for a balanced regional development. The results of the 
planned development are however not in consonance with the 
national objective enumerated above. 

While the economic performance of the country over the 
Plan Periods has generally been below the expertations for 
various reasons, the inter-state comparisons of the relative 
growth in incomes show even more disappointing results for 
certain states. While per capita real income of the country 

The views expressed here are those of the author and 
they should be interpreted as reflecting the views of 
the organisation to which the author is affiliated. 
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rose during 1962-63 to 1975-76 at marginally above one per cent 
annual average growth rate per capita real income of a backward 
state decliiied at the rate of 0.3 per cent per annum whereas 
incomes of certain advanced states increased at the rate of 2.3 
per cent per annum, over the same period, The pattern of growth 
during the later half of the seventies has not alterned to any 
appreciable extent. Thus, while the incomes of certain states 
have either detriorated or recorded a poor performance, some 
other states have experienced a comparatively much better 
results. As a result of these differences, inter-state disparity 
has widened over the last two decades. The difference between 
per capita income in a prosperous state and that of a poorest 
state is presently of the order 3 to 1 as against 1.8 to 1 in 
the early sixties. This increasing disparity calls for an 
assessment of the relevant policies that have influenced the 
development of the different states* economies. Such an attempt 
would enable us to identify the major factors which have either 
helped or hampered the growth of the depressed economics. The 
plan of the article is as follows: - Part II describes the 
coverage of the study and emphasises on the significance of the 
study of the pattern of plan expenditure among the different 
states especially in the light of the fiscal constraints that 
are confronted by the states. , Subsequently, the major objectives 
of the present exercise are outlined. Part III displays the 
statistical results and draws the major conclusions. The 
concluding Part IV, summarises the main findings of the exercise. 



ks we know that in a developing economy, public investment 
plays a crucially important role in regard to both the extention 
of essential infrastructural facilities and the necessary 
stim-ulation of economic activities through a set of appropriate 
regulatory measure s» The volme and the pattern of public 
investment, moreover, helps create such an economic condition 
that attracts private investment also. The following econometric 
relationship supports the contention that the volume of private 
investment is largely dependent on the size of public investment. 


Where PRI = Private Investment 


PUI = Public Investment 


It is thus apparent that for a rapid development of a deve- 
loping economy, it is the magnitude of the government’s Plan 
expenditure which is a major determining factor of a high(or a 
low) level of the aggregate investment including private 
investment. The magnitude and the composition of such investment 
subsequently affects, of course, after a time lag, the level of 
development of the economy. In view of this, we shall examine 


A Technical Note on the Sixth Plan of India 1980-85 
Planning Commission, Government of India, P,85. 
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the trend in Plan expenditiore among the Indian States. We 
believe that such an analysis -would provide a realistic perspec- 
tive to the appraisal of the extent to which the ma^cr factors, 
such as, the states* own resources and the Central assistance 
which constitute the aggregate Plan expenditure could be said to 
have contributed t-j varying rate of gro-wth for the different 
states. We may mention that the examination of the non-Plan 
expenditure of the states is beyond the purA/iew of the present 
exercise. It may however be pointed out that non-Plan expenditu- 
re, which is incurred on the schemes completed under the previous 
Plans, is generally high (or low) in the states which have had 
a higher (or lower) Plan expenditure. 

The analysis of the two factors namely the endeavoixrs of the 
states to mobilise their o-wn resources and the extent of the 
Central assistance for the Plan purposes is indeed important for 
two reasons : First, the states greatly differ in their natural 
endowment of resources. As a result of the differences in the 
resource bases, their performance in mobilising adequate 
resources from internal sources varies considerably across the 
states. This inevitably causes variations in their Plan outlays. 
However, in a federal country which is constituted on the basis 
of politico-economic considerations, it is expected that the 
deficiency in the states* resources would be duly equalized by 
the Centre. Sec^^nd, the allocation of Plan assistance among the 
states is largely at the discretion cf the Centre* Wht-i.e a 

^The choice of the states for our _ study pupose is based 
on general consensus on comparability of the fourteen 
states. The Central Government also, follows the same ' - 
= ' "V-' classification for the distribution of ' Plan assistance. ' - 


substantial part of the Central assistance for the Plan purposes 
is determined on the basis of Gadgil Formula,^ a part of the 
assistance is discretionary in nature and is linked with either 
the requirements of the states for completing the foreign aided 
prooects or other specific needs which arise due to the specific 
circumstances, such as, flood, drought and law and order problems. 
Since the amount of the Central assistance is determined after a 
thorough scrutiny of individual state's resources, the claim of 
a state for a higher magnitude of such assistance is limited, for 
the decision rests with the Centre, 

Thus, for all the development purposes^ the states have to 
rely heavily on the resources from their own sources which are 
not sufficiently flexible. This is another major fiscal 
limitation of the states which we may elaborate further. While 
the Central government has access to significant sources of 
revenue, such as, foreign aids and borrowings, some outstandingly 
wide bases of tax and non-tax revenues and the power to create 
money, the revenues of the states are confined to a relatively 
narrow bases that are allotted to them either under the constitu- 
tional provisions or under the fiscal arrangements with the 
Centre. ‘ Another source of revenues for the states is the 
receipt from the Centre by way of financial transfers which are 

Under the revised Gadgil Formula 20 per cent of the Central 
assistance is allocated on the basis backwardness as 
against 10 per cent in the earlier formula. The remaining 
assistance is allocated on the basis of Population (60%) 
and 10% per’ cent each on the basis of tax effort and 
special problems. 

^It may be mentioned that the development expenditure at the 
states level c>--nstitutG about 70 per cent of the total 
development expenditure of ■ the country. Further, there are 
evidences to show that the, state- wise distribution of such 
expenditure through the schenies /Qf tte Central Plan has beert 
regressive uptill the Fifth Plan (Please see author's Flow 
of Financial Resouroes an4V;l»teh ‘State -Disparities' (Mime.o) 


effected on the recommendations of the Finance Commission and 
the Planning Commission, The aggregate transfers to the states 
as proportion of the total Central revenues have however declined 
from 74 per cent in 1960--61 to 54 per cent in 1976-77,^ This 
source therefore indicates a limited amount of revenue for the 
states from the Centre. It may be noted, moreover, that neither 
of the two commissions have strictly tried to comply with the 
equity norms while recommending the devolution of resources from 
the Centre to the states. For instance, as a result of the 
seventh Finance Commission transfers, the inequality between the 
states’ receipts, as measured by the Coefficient of Variations 
(CVs), show that the difference in per capita surpluses of the 
states on revenue account has increased to 70 per cent as against 
65 per cent under the Sixth Commission. Similarly, while the 
Central assistance recommended by the Planning Commission for 
the states’ Plan purposes is marginally progressive in the recent 
past, per capita Central investments made through the different 
Ministries among the different States are observed to be regre- 
ssive. These factors have undoubtedly aggravated the fiscal 
imbalances among the states. Furthermore, in view of a highly 

^Based on the data in Report of Finance Commission (1978) 
and Indian Economic Statistics, Public Finance, Ministry 
of Finance (l98l). 

^iiS quoted in footnote 4. 


circumscribed fiscal powers of the Centre as explained above, 
the revenues of the states from their own sources are found 
invariably inadequate to meet the costs of functions assigned to 
them either by the Centre or the schemes preferred and undertaken 
by them. The states, especially the poorer ones, therefore, 
excessively rely on the Central transfers for financing their 
Plan outlays. The extent of financial dependence will be discuss- 
ed in the following Part III. 

In the light of the foregoing discussions, the major 
objectives of the present exercise can be outlined as under 

(i) to' examine the extent to which the states have been able 
to finance their development programmes from their own sources. 
This would give an idea either of an increasing effort by the 
states to finance their Plan schemes or of a decreasing role of 
the Centre in providing finance to the states? 

(ii) (a) to study the pattern of distribution of the Plan 
assistance among the states from the view point of distributive 
justice and to examine whether the present level of assistance 
can play the expected role of ensuring a balanced regional 
development ? 

(b) to analyse the extent of inter-state variations in 
state ' s own resources and the aggregate Plan expenditure with a 
view to examining the prospects for minimising the inter-state 
differences in the levels of development? 

(iii) to examine the annual average growth rates of the Plan 
expenditure, states' own revenues and the Central assistance so, 
as to establish whether or not , the ■states* especially the poorer 
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ones, have made an increasing effort to mobilise resources for 
the Plan purposes? 

(iv) to ascertain -whether a high level of income and 
expenditure leads essentially to a high degree of revenue effort 
and economic performance among the states. This would hopefully 
reveal the relative efficiency of the states in regard to both 
the use of the Plan resources and the economic athievement. 


While describing the fiscal limitations of the states in 
Part II, we pointed out that owing to a relatively high intensity 
of incidence of poverty and general backwardness, most of the 
poorer states have found it difficult to generate adequate 

ither for financing their 
development programmes or for providing the essential services. 
There are, moreover, evidence to show that some of the backward 
states did not receive due favour from the Centre in the past 
even though they needed most. As against this, the advanced 
states have gained from the policies that have governed the 
devolution of resources from the Centre to the states. 


resources from their own sources 


the inception of the planning, contributed 46.6 per cent of 
its total plan size during the 1st Plan, whereas Punjab, a 
historically advanced state, contributed 12.4 per cent only from 
its own sources during that Plan. The. remaining proportion of 
the aggregate Plan expenditure .was supported by the financial 


The states have been arranged fn descending order 
according to their per capita Stp.,. during 1976-78. 


assistance provided by the Centre. It may be observed, further 
in the same table, that some other backward states also suffered 
from a similar inadequate assistance from the Centre. A dis- 
cernible trend which emerge from the analysis of the pattern of 
financing the states' Plan expenditure is that the dependence of 
the states on the Centre has been declining. In the first Five 
Year Plan, all the states together could finance 39 per cent of 
their total Plan requirements and now in the current Sixth Plan 
they are estimated to finance 75 per cent of the total Plan 
expenditures from their own sources. Further, while the 
advanced states are able to finance a significantly higher 
proportion of the e3<penditure from their own sources, and are, 
therefore, less dependent on the Centre, the backward states are 

■ . ■ ■ ■ ■ ■■ ■ . I . ' . . ■ - ■■■■ 

relatively more dependent on the Centre. This would suggest that 
the backward states are either unable to finance the desired 
average level of development expenditure and they are, therefore, 
receiving due help by way of Central assistance or the magnitude 
of the Plan expenditure for these states is much less than the 
average for the states? and, as a result, the dependency ratio 
shows upward bias even when the contribution of the Centre or the 
states is not accordingly high to the average extent. A more 
clear picture of the relative contribution of the Centre and the 
states for the development of the latters economies would emerge 
from the following analysis which examines whether a reasonable 
level of the Plan for each state was formulated either at the 
initiative of the states or with the help of the Centre with a • 
view to containing the inter-state disparities within tolerable 



limit. This -wouild hopefully ascertain whether the national 
development policies have adequately encompassed the relevant 
measures that should help achieve the regional equity in growth 
in income and the quality of life. 


Table 2 presents separately the indices of per capita 
aggregate expenditure state's own revenues and Central assistan* 
ce for the different Plan periods. It may be observed that the 
indices of the aggregate Plan expenditure indicate a highly 
favourably trend for the advanced, states than others throughout 
the Plan periods. The major factors, inter-alia that have 


contributed to a high magnitude of the Plan expend! txire for 
these states are indeed both the states’ own resources and the 


Central assistance. This is amplyiwealed from the respective 
indices displayed in the said table. As may be expected a priori 
the advanced states have been able to contribute relatively more 
than other states to their Plan expenditure. The financial 
assistance from the Centre has however also gone more to the 
advanced states during most of the previous plans.. While in the 
recent past some of the backward states have got marginal favour 
in the distribution of the Central assistance, some of .the 
advanced states have continued to receive above the national 
average even though their per capita Plan expenditixre, without 
the Central assistance, has been much higher. The conclusion 
which ineviably obstrude is that the mechanism of the allocation 
of Plan assistance has not properly given due weightage either 
to the factors that impinge upon the growth of each state econo- 
my or to the need for revenue equalisation across the states. : 



’ Own Revenues as Pro 


Punjab 


Maharashtra 


Gu j arat 


West Bengal 


Tamil Nadu 


Andhra Pradesh 


Madhya Pradesh 35.8 33.8 24,0 14.4 


Uttar Pradesh 


@ Sixth Plan Allocation, 


Computed on the basis of data contained in the 
article by S.P Gupta et a l on States Plan Outlays 
and Central Assistance presented at the Conference 
on ’Indications of Regional Development and Plan 
Cooperation' at Nainital» April, 1982. 

The States have been listed in; descending order' 
according to their per capita 3DP in 1976-78. 
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As a result, the extent of inequality in per capita Plan 
expenditure, as measured by the Coefficient of Variation (GVs) 
indicated substantial difference. The relevant CVs may be 
seen in the above mentioned table. The variations in the states’ 
contribution from their own sources for the Plans are more than 
the differences in the Central assistance which has however 
been declining over the Plan periods. It is interesting to 
find that the states which have had a higher per capita Plan 
expenditure, are also those which have a relatively high per 
capita income. But, the extent of inter-state difference in the 
Plan expenditure and the rate of increase in per capita SDP may 
not be of the same orders for, the relative efficiency of the 
states might differ. We shall return to it later. 

It has been asserted by lay and learned critics of the 
development economics that the backward states have not made 
enough efforts to improve upon their economic conditions either 
by augmenting sufficient resources from their own sources for 
investments or by implementing the development programmes effi- 
ciently, , We shall deal with both the assertions separately in 
the following discussions and see whether they are tenable. 

Table 3 presents the relevant annual average growth rates 
of per capita states' own resources, Central assistance and the 
aggregate Plan expenditure for the period covering, the Fourth 
through the Sixth Plans. While the rate of increase in the 
Central assistance for the backward states is not significantly 
higher than the advanced states, the rate of increase in the 
states' own contribution to their Plans is mucn higher for the 
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former category of the states compared to the latter ones. 

In absolute terms, the advanced states have raised more revenues 
than other states. This may be ascribed mainly to the differen- 
ces in the relative revenue bases which are related to income. 
Inspite of this, it may be concluded that, with the given 
limitations, the performance of the backward states has been^^ 
creditable in augmenting resources for the Plans. The Central 
assistance has however not rnached the level of efforts made by 
the backward states even though they needed most for accelera- 
ting the pace of development. 

There is another way to look at the states expenditure 
and revenue effort with a view either to examining the extent of 
variations in the major indicators of development or to ascerta- 
ining the observations made above. 

Table 4 presents the indices of income, expenditure and 
revene effort. In addition to this, it also shows the annual 
average growth rates of per capita SDP. The main conclusions 
which can be derived are as follows s- 

(a) While the advanced states have made above the average 
revenue effort and have accordingly incurred expenditure also, 
some of the backward states have experienced a poor result, below 
the average for the states, in respect of both revenue effort 

as well as expenditure levels? 

(b) The advanced states have made a relatively higher 
expenditure while making somewhat lower revenue effort, whereas 
other states incurred a low level of expenditure despite a high 
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Table-3 s Annual Average Growth Rates of Plan 

Expenditure, States Own Resources and the 
Central Assistance during the Fourth 
Plan through the Sixth Plan. 


SI. 

No. 

State 

Plan 

Expenditure 

States' 

own 

Revenues 

Centrai 

Assi stance 

1. 

Punj ab 

16.4 

17.5 

11.6 

2. 

Haryana 

17.5 

18.6 

12.1 

3. 

Maharashtra 

19.9 

21.3 

14.0 

4. 

Guo arat 

21.0 

22.9 

14.7 

5. 

West Bengal 

25.4 

34.0 

12.3 

6. 

Karnataka 

19.7 

23.4 

12.6 

7. 

Tamil Nadu 

19.0 

21.4 

13.1 

8. 

Kerala 

16.5 

21.0 

9.8 

9. 

Rajasthan 

20.7 

30.7 

9.9 

10. 

Andhra Pradesh 

22.0 

27.4 

14.7 

11. 

Madhya Pradesh 

23.1 

28.6 

15.1 

12, 

Uttar Pradesh 

17.5 

20. 1 

13.6 

13. 

Orissa 

19.6 

24. 2 

15.7 

14. 

Bihar 

21.0 

28.7 

14.7 


All States 

20.0 

23.3 

13.6 


Sources Same as in Table- 1 
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Table-4; Indices of Per Capita Income, Plan Expenditure; 
revenue effort and the annual average growth 
rate of per capita S.D.P. 


State 


Indices of Per Capita 

Inc omF*P^an"™°"’' 
Expendi- 
ture (a) 


Revenue 
effort (b) 


Annual 

average growth 
rates of per 
capita SDP 
(1970-71 to 
1977-78) (at 
current 
prices) 


Punjab 

197 

206 

122 

10.2 

Haryana 

167 

190 

120 

9.6 

Maharashtra 

145 

148 

140 

9.5 

GuJ ar at 

141 

145 

115 

8.5 

West Bengal 

110 

79 

97 

7.0 

Karnataka 

106 

103 

128 

8.1 

Tamil Nadu 

102 

78 

131 

8.7 

Kerala 

101 

88 

140 

7.3 

Rajasthan 

99 

94 

88 

7.9 

Andhra Pradesh 

87 

95 

135 

7.3 

Madhya Pradesh 

79 

96 

98 

8.7 

Uttar Pradesh 

78 

92 

89 

7.8 

Orissa 

77 

82 

74 

6.7 

Bihar 

65 

59 

65 

7.7 

All States 

100 

ipg 

100 

8.2 

Coefficient of(c) 
"VariationCPer cent) 

38 

44 

25 

13 


Source; Computed on tie basis of data in the Finance Commission 
(l978) and States Budget. 

Note; The reference year for income is 1976-78 and for 
expenditure and revenue effort is 1978-79. 

(a)Inded of Plan Expend! ture= Total Pla n expe nd i ture of 

a" State" ~ 


All States Average 

^u,-r rn Tax jRavonue _of _a states hof SDP^...^ 

(b) Index of ax m Tax Revenue’" 'as"ir"o’f ^ ^ 

sn?s lor all Deviation 


(c)Co efficient of Variation(.in percent): 


'Average 


100 



revenue effort. To elaborate, the index of expenditure for 
an advanced state, say Punjab, was 206 while the index of 
revenue effort was 122. As against this, in the case of a back- 
ward state, say Bihar, the index of expenditure was 59 while 
the index of revenue effort was 65. 

(c) Whereas the Coefficient of Variations (G Vs) for per 
capita income and expenditure are substantially higher at 38 and 
44 per cent respectively, the CVs for revenue effort and economic 
performance are much lower ab 25 and 13 per cant respectively. 

The foregoing evidences clearly suggest that (i) most of 
the backward states, despite their poor administration compare- ' 
tively speaking, have shown a remarkable performance in exploi- 
ting the tax bases under their jurisdictions 5 (ii) even if the 
backward states make the revenue effort to the order of that 
made by the more advanced states, the size of the Plan expendi- 
ture of the former cannot be raised to the level obtaining in 
the latter states. For instances, the case of Andhra Pradesh 
and Kerala prove the point. While these two states have made 
the revenue effort to the order of 140 and 135 respectively, the 
index of expenditure show as low as 88 and 95 respectively? and 
(iii) the backward states despite their poor economic and fiscal 
administration, are reasonably efficient compared to other 
states in regard to both the mobilisation of per capita revenues 
for the Plans and in increasing the growth in per capita SDP., 

This is ascertained by substantially low level of CVs for 
revenue effort and eo'onomic performance compared to the CVs for 
income 'and,..expendltT;^e;;., ' ' ■, ' y , .4 ‘ ‘ \ \ 
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¥e may now recapitulate the major findings of this exercise. 
The examination of the growth in per capita real incomes of the 
states over the last two decades indicated a steadily weidening 
of inter-state disparity. Of the major factors that may have 
accentuated the regional disparities in developments are both the 
relative financial capacity of the states and the favourable 
Central assistance to certain states. Our analysis indioajted 
that while the advanced states have been able to finanee, a biilk 
of the Plan requirements as compared to other states, the 
assistance from the Centre has generally helped in magnifying 
their Plan expenditure. Though in the recent past the backward 
states have, however, got marginal favour, the magnitude of the 
assistance to these states h;;s not enabled them to have a 
reasonable size of their Plans i.e. to the extent of the states 
average. It was interesting to note that the revenues of the 
backward states for the Plan purposes have risen at a higher rate 
than the advanced states over the last three plans (including 
the current Sixth Plan) . It, therefore, indicated that the 
backward states have made the expected efforts to improve upon 
their economic conditions. The rate of increase in the Central 
assistance to the backward states was observed to be marginally 
higher than other states, though in absolute terms the assistance 
was not desirably sufficient. In view of this, it w-s inferred 
that the financial transfer policy of the Centre h . .s not been 
duly progressive for arresting the growing disparities, 

Aaother interesting result w -s that the analysis did not strongly 


corroborate tJie assertion that a higher magnitude of investment 
in the backv;ard states is not desirable due mainly to efficiency 
reasons. The evidences indicated that while inter- stai© variati- 
ons in income and expenditure were very high, the variations in 
revenue effort and economic performance were relatively much 
lower; implying thereby, a reasonably better endeavour by the 
backward states in regard to both the mobilisation of revenues 
for the Plans and the promotion of development activities. Thus, 
despite the persisting backwardness, the poorer states cannot be 
said to have lagged much behind those states which have had 
relatively more infrastructural facilities for accelerating the 
pace of development. These evidences, therefore, led us to 
recommend a higher mxagnitude of public investment in the under- 
developed regions in order to provide necessary infrastructural, 
facilities. While such facilities would help attract private 
investments, a substantial outflow of resources, such as, capital 
and labour, to the more advanced regions could be minimised. 
Moreover, a reasonable size of the Plan for the backward states 
would, thus, stimulate economic growth and help achieve the 
national objective of a balanced regional development. 



1Mb stMdy ie;divi<ied aections* Section 1 

toiiefly refiews the vajcioua -siw&jsuieB o£ tax Bffoct ^lich have 
benn used or euggeated in earlier .atu. dies* Section II owtilne® 
the ai^toac^i adopted, in tlie preset study, to measure the tax 
effort o£ States* Section III indicates tine coverage' of the 
exerdse and data;. sources* tihe statl,stical reaulta are analyiied 
in section IV* Section v: aummarises .the main findings of this 
study. 


.I4ea.su rin o lax If fort/ Per foiman oe 


. i-jeasu ring tax effort : or performance ol a country or of 
any of its administrative units is w extremely diffictiLt 
proposition. PuWic finance experts have not yet succeeded in 
de^sing a ncnoontroversial tnethod of meusuxirtg tax ef&>rt* 
Athou^ a nufdster of tax effort laeasuree have be<i^ suggested and 
used in earlier studies, ort the subject, nme has be«n found to be 
mefthodologicidly satisfactory* Our attenpt here is not to devise 
a new measure of tax effort, but to briefly review- the various 
measures used in earlier studies wd to ind-cate one that can be 
used to fulfil our requirement in tols paper* 

Cne of the popular measures o£ tax effort used in Inter- 
national and interstate! comparison of ♦ tax burd«m* or •tax 
performance* is the ratio of actual tax collectiori to somsB 
indicator of ‘taxable potential* or ‘taxable capacity* Id*?*, 
US<1962)# Desai Cl965f|. ihe most coninon Indicator of taxable 
capacity used AS cSrfP. " Ihe tax effort i© tous measured In terms 
of tsx/<»P ratio (hergiriafter referred to as ‘tax ratio*). Awe 
fe.g** Ohellith (1971)1 have used also marginal ta^QiP ratio 
A T/^XONP). meae tax ratios as iiwesures of tax effort 


I see Ein«ice Carnal ssion (19W1, Keport, p* 5$ 


Sl gads in. Tax Sffort of Indian 


D* P. smvsm 


me Objectives of dila paper are 'itwofold* ftrat, to 
es'timate the tax effort of Indian States and look into ttie trends 
ttiereof,* and second, to mi^e wt in ter state toWiparlsCf^ of tax 
effort© in sane selected years of plan period. #in exercise of 
this kind is mainly of infor««tive value. A. study of trend* in 
tax efforts will indicate vhether tax effort of state governments 
has, over increased or decreased. . Interstote towparlson of 

tax effort idll reveal whether some states are making low tax 
effort than toe otoers. Ihe latter is more Importiwit insofar as 
it reveals whether poor states are ifnaklng less tax effort to«i 
ndatively richer ones. 



I'ftx ftfiSort; tax. w^iidi can b« ottifftbisibeHS to 'lab® 

diacretlOTjery dhaag «3 twde in tex ©trucUiirc («g», iitapoaltiOft of 
n«w taxe©# incxoas^ in 'Sax rates# «xt«afj.i0n of tax 
and effiscfciw irnpltjai.gtatlani of tax laws aad colioottm of 
rev«tae» ■ ■ ■ 

Hereinafter referred to a© -»Cap«ptty ratio *c . 


t aye however aeveral drawbaci^ss (1) tiiey do not idistinguislt 
batw«i<n buoyancy of tax ®y$t®m and tax effortl, {11 th®y male® 
no aHo wane© for differ^ca® in 'taxatla potential of diffiarost 
cjouitri®® or statesi and Clli) wh« aged to ccwJipac® tax effort 

■ bJSier .tiiiJs, they »«fee no ailowanoc for th.e initial diffewmcee in 
tax ratio® (i,e,_jtn the base year) . 

Over, the past iS yeare'it however# Lotas and .Moras 
and .following Aew, Masgraw [19693# 

.dialliah [i97i], .and Alan. A. Teit .at. al » |i975 “have atbwpted . 
to iniprove'thi tax raUos by elindnal3^g thV inayenca of the 
factors that affect the capacity of a country* Th© 

basic approach of toese stu&es is to cosinpute# what laay be called# 
a taxaMe capacity rati©/ ratio of t&x potiastlid. t© CNP) 

and Gojapare it with the actual ’tax ratio* the ratio of 

actual tax colloctlorig to <SiP5 in respect of oaidh Individual ' ■■ 
country# She concept of capacity ratio assusio® a *©t@nda-rd tax 
aitructure* that can yi.dld « * target rovssme* in a country 
'standard rate* are applied*- Th.e capacity ratio is estimated 
by regressing the tax rati.os of ® group of oountzles ce the 
variables that, serve as proxies for their bixable capacity# fTor 
theirs purpose# date from a cross section of eoun tries are uso-d. 

Ibis approach is generally Known as ‘adjusted tiix ratio* a.iproadh# 

. . I' ' ' - . . 

®ie ‘adjusted tax ratio' aspreach, however# has be«» 
severally oritidBad for its theoretical and eraperioal llitttationa* 
It has been argisd that there is *in«idequ«t* a priof justi&catlcm 
for th-e use of c«|.t®l® sclegted variables as fn.easurcs of 
taxable ^ capaci ty' |^rd (1976)J • further# i t ie generally 
believed that the tex system of most developing countries - are - 

■ far from being ideals they contain isiany distortions* J«3 
average of distorted tex siwttme of a group of countries cannot 
■vleld ©n ideri norm for ©volaating tax parformsmee of a country 
IjJanai Ci96Sy • Besides# tax effort atadles do not car* for 

** Progreeeivtty in tex system* me critics however agree that 
♦adjusted tax ratio* ^proach yields a more satisfactory tax 
effort index than the idmi&e -tax ratio* 

to ®1 tern a tlv« approach to ragasur® texSlAe capacity and 
tax effort# a® used by Bewqomer 019 3|| and latfgr by the Mvisory 
Cosnmissloii m Intergovernraflii tel Eelaticms i® ---losed on a 

'representative tax system*. Dhe basic idte btoind this approach 
is to set u.p {or asoume) a standard tax system# apply if to s' 
group of cCMntxi«*a or states of siailar charocteri sties odd to 
predict the tax yl«^d« The tax- of fort measure is thto obtained as' 
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In the praaent stady, we ^ave £oilo%ma the iam 

ratio* QSEfJiroadi ih. ©rain lifter rcitcr-ed to aa *c^i>«eity ratio* 


ratio of actual to tue predicted tax yJ.«d.idi* A moasura of 
taacafci© capacity ia ob ted nod as tlio ratio of pr®di.cted t»x yield 
to die GUP* “She major problem in this a|;proas5i lies in dovisiiiG 
a * r<^r®s€3ntatl¥0 taw free from arMtrarinQws ©nd 

fitttojccti'vity* Silo# hQ%:Qvm, hae not beOT pooslbl© so far. 
rtist at best can be done 1© to take die average of a §froep of 
ccMsitrio© tBidtr refcronca or the nationel average in case of 
selected atefecjs of a couiitry# and predict the tax yietld* thus# 
this oi^roach 4o eoconti&lly not much di.ffsr«it -from the *a«MU8^d 
.tax ratio epprOo^^i^. No wender# tiiorofore# Bohl‘a' results TO72J ■ 
based on * reopresemtativo tax oystTO® aiplled to a groi^ of 
bJXJs are not airpificantly different from those obtained by 
'adjusted tax ratio approadi*. 
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* iJtiiojtt Infini'fe® nisber of 
sapacity*. Bat 
priori ccustrelnts* 
Motii ecological 

noarity bsttiroen the 
ioJiHes, C31 a priori 


(i) m© po&iti-ve reiattenrhip batwean X 
capita in©g5 is |..•0XX laci'm throarfi the 

regsrd is tiiet atatojs with hic^dr p;:?r c<vAti 
taxable |K5t3JtJ.al. ‘ 


ax^ra-ilo and per 
iB of Orjhinia fl957] , 
hypoiiicsla in'" thla 
?. incojiio have hif^er 


o£ proxy vaiia,t0.€3 uoed in various eTcutlica 


centnge o.t iwtcuia'^aon above Pi® aub3l.3tor!C’a Im 
urbraiaation ratio# por capita devedowtriut 
iVi) literacy ratio, (Yll) <tiare of iiilning in c 
UlII) projdos for '*op«nes3” of the ecaioiiw# vi 





^ f £, xatio^, it was aesutoeia tiiat ccRCWi* 

taxaWLe POtenUiftl.^^^*irSSS»uL®i'''7 POvextY lUminctm^mB 

belli ««f .«rt . 1 aasumptioi is in line with ttie g«r»»riil 

capacity* ' «2lstrifoutic» of incoiaes ibcreeses taxabl® 

reareasi,^‘^l^.ii?“ assufaptloiw, initially; ttie fallowing 
regression equation was est 4 f«ated» 


(^ere Y • per ca^t^ inoooie? u « urbantaatior* rate? and 
FR m poverty ratio). 

c-'V< v 


Ihe estimated equattcn* revealed « ni<;;^i multi-coliineirity 
i Inooase and urban! saUai (r » 0.457) ®* 

tm m,, ill* At ^ . ... »n ..... .. . ^ .... 


Caplt#, «».%* w o.-fJOYl w* 

ana Ui) between, per caslta incaue and poverty ratio Cr « -0#S70)« 

poverty ratio was however found to be 
statistically in.sigiificant* . ' ® 

®“^^oo3.^»«e3rity undernlnes ttie reliability and 
pcSLi.cy iiifli ciitiorja of tft€ ir^sults# it 4 cl ''to drop# ^urbwisiitAott 

ratio* from the eatlinatad equation. Hnally, the 
fcai owing equation was estimated. 


^After equatlai (3) was eatiumted* tie taxable ‘capacity 
ratio for eadis state would be obtained by ikugging in the 

equatioi tee values for f. 

For maxing interstate comparisaj of tax ffl££o,rt and to 
study tee trm<is in tex effort a *tax effort Index*' (TS2) was 
formed by using tee following fonauia. 

TEI w Actual tax Ratio ^ Capacity ratio 

# 

« {T/n / i^/y) 


Hme series statewise date on poverty ratio are not avail a')c4e* 
we had therefore used poverty ratio publleh«^ in the ftiport of 
the J}inai«» Cdwaission#® C197C, p* 239). Mco* wo tried rur^ 
poverty ratio estiBistodi by M. S. #iluwsiie* { **Rural Porarorty in 
India" dl* of jpev* Stud . October 1978) as proxy for over all 
poverty “teHor 

Another -evl'dtec® - of -csollineaxi ty betweeri 'tease was found in tee 
estimat^i equetion* inclusion of :*.arbenis«ti<3n'* rendered 
coefficient of per capital -incoffie almost insignificant, whi«t» 
otherwise «3q»lains 33^50 percent variatipne, in tax ratio# 



5 ] hts excX tidad Cw tral 


P(sxt»a|>® m tiiia account, Reddy 
sal es tax. 

and Nanbi ar K. v. , GorMQ.gi.ty.., on in 
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4=^11 4 judging the tax perforitvaiioa of tne otatas tiie 

toiiowing crtterla were f?a. lowed# 


U) If im ^ 1, 


<ii) If 'i'El « 1, 


(iii) If TEI < X, 


tax pcrfejMejic© is greater ttian " 
taxabils capacAty# 

tax perforwmce ^uals or aliiiost 
equals the taxable capacity* 

tax perfoxmanca is less tjan taxable 
ctpaci ty. 


Ttiis study covers only 16 states because cora.pirabl® 
data for otheyr statas are not avail abl,c. In fact^iaost of other ■ 
states are of recent origin. 

To lock intn the. trfnd® In tax efforts# w® have iwsleoted, • 
three periods# . and 1^^ 3**7S, because stete^idLee 

Caspar able data cn incomes are avail abk’ onlY for this period* In ' 
order to Rdnimise tiie inflate® -of fortuitous factors, 3-year 
averages of tax end in cons data have bean used. 

'fax' revenue includes all direct aid indirect taxes l«vl®d 
and coil acted by state govemiicnt plus centred interstate s<iil«s 
. tax. ^toou0. inter-state sales tax is levied and ocdlectad by 
the centre^# its revenue Is assigned to states. 'Under toe CcsitrA 
sales Tax Act (1956)# sales tax becaina leviable on inter-etate 
transfer of gtods by ial-e* Bius^.a state from which gpoda move 
as a ccmstqucnce of to^other state could levy a tax 'on It 

end retain toe proc^edSips^ It .is toerafore assumid toat, had ' 
toe centre not imposed collected and easigied toe procrtsed® to 
to© state of origin, toe state on its own, iiapoae and 

collect this tax. tol© tax is therefore very much a part of to® 
state tax revenue. 


Ill 


requireifl data hav® been collected fjcora vaxiotijs 
soujr«»s. Data on tax revenue were collected frtei thm various , 
issues of tti© KBI BuXiotln®. 'The ratio fior 1961»d4 itt 

case of Hary»a he® been obtained lii rough proportioned- adjuate 
i8«jt on tee basis of fiOstJ-reorgimisatiaa date-. 

Stateidse data aa- per capita imd total inooaaes war® 
obtained froei tee Cwpufoliteed) egtiraatea (coieparable aeries) 
of CSO. State income estimates for .t96i«»62 ere not avail sble 
cn cottuparaM-e basis. Itierof ore, States* ov#n estir«t®« w«r« tt»«d 
to obtain 3«yeax average. 


IV 


The atetistical results of tee teol® exercis®# including 
tax ratio-s# taxable ‘capacity ratios* and taas^-efforteindioes 
(TSI) are preeonted, alo-agwite raaJcing of states, in Appendix II. 
The information contained in Appendix II has been further 
GLasslfiL.ed (a) to analyse trends in tax effort of individual 
states, and Cfo) te find out iteether rite states mak® greeter tax 
efforts tete poor states. In case, of latter w® have traced the 
rclatiohfibip, if any. betwean the tax effort and .per capita 
inoom® of te© states. 


To analyse the/tex effort, states have been daasifled# 

,ln Table i, under teo categoriest il) those making increasing 
tax effort and i2) .teo»e peeking decre a.® ing tex effort®, over 
titei* As teM.® 1 reveal®, 9 states, via,, Andhra Predate, 

<3ujra<^ g«£miu and Kashmir, Kacnateke# Matey® Pradesh, Mteareahtra, 
Taiailnate, Haryana and Uttar Pradesh, have stejK'ed up teeir tax 
effort over tiia®, teou^ tee trend in the last two states has 
not been cc®itinuou®. Tax ef fott in case of other states has 
gone dcesi over time. Of te® states teite have made increasing 
tax effort, Temilnate end Antera Pradesh have wmd® most 
appreciable effort, followed by Gujrat and Mate^ Predate • 

tee states te wh-04^^e tax effort hm ITflrl 

of Punjab, toll owed toy Bihar. Pun^te ranked let in tax effort • 


♦ A nummary of eatiinated regression equations in giv» in 
Appondix I* 
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ims 1, 

S£SMJ: S.J-!M....if£gg.t of 16 States 


iitataa 
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Tll^ 


TSl^ 

? 

limk 

TM^ 

7 

fyjffiik ' 




1* itodijra PreGitesii 

■ i.ooo 

6 

• 1*073 

6 ■ 

1.245. 

■2 

2» ©ajrat 

0*812 

. 13 

1*044 

8 

1*071 

6 

3, Jeiiunu & Kaahiiir o.5€0 

15 

0.865 

13 

0*756 

■ 15 

4. KssTiat^a 

1.000 ■■ 

6 

1.220 

4 

1.113 

5 

; &• i‘fe<Jiya Pradsah 

0*972 

0 

1.0S3 

7 

1*114 

4 

' 6. Miiiarashtra . 

0.92) 

10 

1.261 

2 

1.047 

-8 

; 7. Taifdlnadu 

0.977 

7 

1.286 

1 

1*440' 

1 

, B. HaxyMja 

OtSSO 

9 

0*880 

12 

0*970 

■ 9 

9 « Ut^er Pradesh 

1*147 

4 

0*846 

.14 

l.OSO 



States Hef ti ng isscteaeing 


Assam 

■ 0*857 

12 

0 #643 

16 

0.795 

Bihar 

1.161 

3 

0.917 

10 

0*974 

Kerala 

1.270 

2 

1*2 44 

3 

1*160 

OriEsa 

0.776 

14 

: 0.667 

15 

0*659 

£>unjcb 

1.490 

: 1 

0*964 

9 

0*901 

Rajasthan 

1*054 

5 

1.184 

5 

0*937 

Ij^st hmgvl. - 

0.89 4 

11 ■ : 

^ 0.9 11 

. 11 

0.868 


» • 
r. 


I* 

2 % 

3. 

I* 


> • 



I»TE I 


» In ord« 


TMLE 2. 


ca.a®6i£icat<iffiof statas inder TE 


: TE 1 and TE X. I 


category 


Pun j ^ 
Kerala 

Bihar 

U.P. 

HajaatJitan 

Karnat^a 

A.P. 


196 1-64 


1967-70 


1973-76 


TSI. 


States® TSI 


States* TSI 


1«490 Tteiilnadu, 1*287 Teiailnadu 1*440 

l*2?e ■ t-laharaah- 1*261 A.P. 1.200 

tre 

1.161 Kerala 1.244 Kerala -1.160' 

1.147 , Kamateka 1.220 ■ M.p. , 1.114 

1*054 Rajaathian 1*184 Kernateka 1*093 

1.000 A.P. 1.07 3 Gujrat 1.07| 

1.000 H.P. 1*053' O.F. 1.050 




Qajrat 

1.044 

Maharashtra 

1.031 

7 States 

8 Sta t@s 


8 States 

Tamllnedyi. 

0.977 

Punji^ 

0 .964 

Haryana 

0.970 



Bihar 

0.917 

Rajasthan 

0.957 

H.P. 

0»972 

W.B* 

0.911 

, Bihar 

0.950 

Beayajia 

0.956 

Haryana 

0.880 

Punjab 

0.890 

Maharashtra 

0.920 

0 6 K 

0.065 

W* B. 

0.868 

W#B. 

0.894 

O.P. 

0*046 

Assail 

0.778 


0.8S7 

Dri e s a 

0.667 

J & K 

0.7S6 

Gujrat 

0.812 

Aaeatn 

0*643 

Orissa 

0.644 

Orissa 

0.776 





J «< K 

■ 0.540 





9 States 


8 States 


8 states 
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tia®n*to 12th ix>M«rtn ^ Period, it went ctowi to 9th ®m3 
tmm 3 to io ®vhS'^ weot dowR in tax-© f fort ranging, 

mention, Althougi its* tax effort indox^hi^ needs a ®p®ci-al 
— fmm i.y? in foAt ertort indOK has ■ decreased over Urn® 

cctisiderM^herJ raonttcn is ttiat nearly half tti© states 

fiittier in' effcrtu over the reference period# 

Se taxable cepadLty <tSl® 2).- 

cate^ty, however, Ls 

■exceeded Si f*?n ^ State® fchose tax effort has throu0 oat 

KerSll^ taxable capacity are An«iira Pradesh, Karnataka, 


£^£— SaMi.ta ^ ^ , ln...q3 lae an d . Tax, e £ for t 


h«v. 4 v;, . s®G^on* w« turn, to the question whether states : 

income are miking greater tax efforts ■ 

^*.n thos© having lower per capital in.coBe*! saue broad inferences 
may b© ^awn from table© i end 2- This issue however merits an ■ 
examnstion in »me!/*iat greater detail. 


for this purpose, the states, given their (3- year average) 
per capita in ooff©, and tax effort indices (TEl), have bem graihea 
in figures J-A, I-b md I-c fox 1961-64, 1967-70 and 1973-76, 
respectively, Sach figure contain© four quadrangle® marked (1) 
low income - high tax effort, 0-1) hl^h income - hij^i tax effort# 
(iii) low income - low tssx ©ffortj and (iv) hi0 inctxi© » low tax 
effort. 

The distribution of states in .four quadrangles indicates 
absence of any relation between the level of par capita income 
and tax effort* In 1961-64, only aie state (Punjab) bolcsaglng 
\iX3 high incof*© group .fi»d© high tax e'ffort. All other states of 
liiifi group mad® tax efforts below their taxable capacity. On 
the contrary, the tax performance of nmjoirity of states belonging 
to low-incom® group was higher tiian 'their respective taxable 
capacity. The picture in other years is not much dtffer«int* In 
1969-70 'offily two state© (i^arashtra. and Gujrat) and in 1973-76, 
only three states (i‘iabara®htxa, Gujrat and Kemataka) of high 
incoii© group wde tax effort© mly marginilly greater than ^eir 
respective taxable cape^city. The tax effcrt of other states of 
hi^v-lacwji© gsoup, via*, Haryana, Punjab, t#st Bengal and Assam 
was much below thsir capacity to tax. The untexed capacity 
range© from 3 to ^ p®rc«it* 


1 * Hereinafter ttie two gocu^s of state© ©r® referred to as »hl^ 
interns* end *low inccHM* states. 
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5^* out state®, and in 197 3.7< 

re.naikebly^Wo^^r'toxi^ffoit^r^? ^roup have mde a 

of their resnerti ajlisoted. revenue in excess 

of thelJ j®t®tial. Th^r baarton in exossn 

Will 4.x mxaiae potenUal ranges from 3 to 44 i^rceit^ 

'is that from this exerciee 

■betSr'tai disparity esd.ate inspite of inuci^ 

af intZ- n reasons 

thi?«eilS interstate and interregsicnea disparity have 

effort *'**^**’ incoiM states making low tax 

effort to KiQbUise their taxalAe 

IvSSni^ ® «a®« for them to eimHete the 

of lo%i irica!i€!«*iiiicjh tax ef fort^ atatts# 

♦■I. ^1.% ' ronclusicn is based m a sinc^e determinant of ' 

t^abio capacity, per cap! t®*in come, if other variaialea 

ottectihg taxable capacity are in..cXud®d in ti-«e t»ax effort 
modm, Insplte of their multi** colli ae a rity, tlie tax performance 
in dux of p^r state nusy g> fei,rth.er up and that of rich ataten 
may slide further .dowu idr^oxampLe, if • uxbanisatioo ratio* 
is included in the ta.x».ef£ort model, it will enhance the taxeMe . 
opacity of the ridi states and reduce that of tS'je poor States, 
avenjtoeir tajT ratio, the i£l (i,e« tax rstio y capacity rmti,o3i 
Or rich state mil further decrease and that of poor states will 
^rther increase* it is^ quite likely, tl'iereforc*, that sois® 
states of *low lacoine •» lo»; tax effort* category atay move upto 
‘lov^incDWJO *• hi^Ti tax ©ffert* category, ®d so*W states of 
•bi^ incoiws - higs', tax effort* category may gj down to ‘high 
ihootne - low tax effort* category,- ^.th ttd® kind of expected. ' 
trend, our- gsiclusion besed on singla variable modal ia rein-* 

.A 


Quwnarv 

In puraiance of ttie two objectives of 'tni® study l»e* 
(I) tracing trends in - tax efforts of tficktates, and (21) raaklng 




1, \8Lje,, Andhra Pradeeh, Kareda, Madhya Fradesi'i, 

Rajaathan and Tamllnadfci. 

2, yLi&*t Andhra J?radeish, Ksra.X®, i’lactjya Pradesh, ysmllnedu and 
Uttar Pradesh* 



interstate ccrnparisoi of 
folio %dng conciusicm.^. 


tax perforatenceir we haw arrived at the 


9 out of 16 states included in Uiis st.idy have ®te||jo«3. 
up their tax efforts over the paxlcd ,£tcsn 1961. Such sta-tes 
includ© ^rj(3ira Pradesh, Qujrat, v«iwu and. K-ashiBlr, KamatiScs# 


Ma^ya Pradesh, I'laherashtrs, 

Only inOase of 7 states, via,, Ao^aui 
Punjab, Hajastiisn and liest Bengal 


'Xeadlnadu, Haryana md Uttar Pradesh, 


Orissa, 
decreased 


over tills period* 
doi<n& its 7?E1 has 


Kotab?^Y, 
dirou' 


though Ke: 
r rained 


Bihsr, Kerala-# 
f P9ir£or«5»ance 
raises tax effort has game 
greater tian'l* 


seoond. 


, Coatraxy to qmmsnX bel-isf, this study reveal® tiiat die 

poor states lovi^-incane states ot per casdta basis) 

have in g*meral ttiado greater tax effort in rela'tion to tiieir 
respective taxable capacity, Hieirefor®, it cioinot be cleiited 
teat poor states ar-o poor because th ay ere not reaKlng .adisguat© 
effort to CKisilise teeir taxaM© c^fsaclty*. 



1973-76 


-fi *.£1*5003 


CB^i level, of signif icaoce 
cenb level of sign If loan® 


** Signif ieent- at 1 per 
« Sigrtir4cant at 5 per 


(i) Figures if* psranthases aro t' 

(ii) One-tatled ’tHest was appli 
fl 1 , on 1 f i f ® oc® of c oef f Ic i Rfit 8 
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appendix I 


S rpos £ ¥ o-f £ 6; t i ma t ad R aq r e ^ s ion £a ua t ic ns 


n 1961-.6^i 


f' / me 15’# 

ffY ts 0,80&? f- 0,0096 Y' 
(0,648) ' C.?,663) ■ 


0,® 88 


2;, 1:Si6?«7a 


f/Y ® 2,215il + 0*0035 ?*’ 


(2*382) (2,238) 


fi*w O.S&B 


ApptNoix rj 


TABLE 1 



Tax Ratios. 

I’fxable Caoacitv Tatln« 

. Tax, Effort 




and Ranks of Stat«« . 
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States 

I 

1 

tA I 
!■ 

T 

rante 


If States 

JjklnQ^ Increasina TE 



1. 

And hr® PrardsafT 

6.1 

4,1 

1,000 

6, 

2 # 

Gu Jrafc 

3»9 

4,6 

0.S12 

13 

3. 

3at8»y Kashmir 

2,0^ 

j # I 

0,540 

15 


Karnataka 

A ,0 

4,0 

1.000 

& 

s. 

Radhya Pradesh 

3,5 

3.6, 

0,972 

8 

6. 

Maharashtra 

A,B 

5,0 

0.920 

10 ■ , 

7* 

Temilnadu 

4,2 

4,3 

0,97? 

7 

8. 

Haryana 

4,3 

4,5 

0,956 

9 

9. 

Uttar P , . 

rsRosri 

s 

■»:.4 

1,14-7 

A 


11: Stst «0 Making Oecreasina TE 



1. 

Assam 

J » p 

4,2 

0,857 

12 

2, 

Bihar 

3,6 

3,1 

1.161 

3 

V 

Kerala 

4,7 

3.7 

1,270 

7 


Orissa 

2,6 

3.3’-. 

0.77G 

14 

S* 

Punjab 

7.3 

4,9 

1.490 

1 

a. 

Rajasthan 

3,R ■ 

3.7 

1,0fj4 

5 

'? > 

West a'Sniga! 

^"i,2 

4,7* 

1/ « 

1 1 

T/Y 

m 1 II X But .1 0 

H- 

T/Y w Texfible Caps>f:il 

•y. 

y 



. . 'V ■. 

TEI sa IPX !. fForl Index ® (T/T)/CT,A) 

' , TBbi« Contd, 


fable 1 Contd 



1967-70 


SlEitOS 


I t States Waking Increasing Ti 


1, ftndhra Ptadesh . 

4«4 

4,1 

1,o73 

6 

2» Gujjrat 

4 ,? 

A,S 

1 ,U44 

8 

3 , 3a««u 4 K«®bmir 

3 t i 

3.7 

0,865 

13 

&, Karnataka 

S.O 

4,1 

1.220 

it 

5 , Wadhye Pcadeab 

4.0 

3,8 

1,053 

7 

6, Baharaabtca 

B,8 

4^6 

■ 1,261 

2 

7, Tamilnsdu 

5.<i 

4,2 

1,286 

1 


/u4 ■ 

5.0 

0,880 

12 

8, Haryana 





9. Uttar Pradesh 

3.3 

3. S' 

0,946 

14 

ill 

tales F^a k ina,..,|lscrg0^^ — 



2.7 

4*2 

11* 64 3 

16 

1 . Asaaifi 






3.3 

3.6 

0,917 

IQ 

2* Biher 





3, Kerala 


4*1 

1 .2354 

3 


■ ?«6 ■ 

3.9 

0.667 

15 

Orissa 






r; ’t 

.5,5 

0#y64 

9 

5* Punjab 

M .# 



f* 



3.8 

1,184 

b 

6, Hajasthau 




4. « 



4.5 

0,911 

'll 

7, West Bengal 
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Table 1 Corstd. 

»1973*.76 


States 1 

1 

I T/Y 
\ 

1 

1 

« 

T/Y 

i 

1 

1 

1 

n:i 1 

i 

_ i 

Rank 

I t 

States haklng 

Increasinti Tt. 


1* Andhra Pradesh 


§.1 


4,9 


1.245 

2 

2. Gujrat 


6.D 


S.6 


1,Q71 

6 

3, 3ammu i!i Kashmir 


3,4 


4,5 


0.756 ■ ' 

IS 

4* Katnayeka 


5,9 


5,3 


1.113 

5 

5, Fiadhya Pradesh' 


4,9 


4,4 


1.114 

4 

6, Raharashtra 


6,7 ■ 


6,4 


1,047 

B 

7, Tamilnadu 


7,2 


5.0 


1,440 

1 

8« Haryana 


6' » 4 


6,6 


0.97(3 

9 

9, Uttar PradBSh 


4^4 


4,2 


1 ,050 

• 7 

lit 

Ra kina DSC cess tnj3_..Tl. 


1, Assam 


3.5 


A ,5 


0,795 

u 

2, Bihar 


:u8 


3.9 


0,974 

10 

3, Karala ' 


’ S.8 


S,0 


1,160 

3 ^ ■ 

\ , Orissa 


2,9 


4,4 


0,559 ' 

16' 

Si Punjab 
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■if OF FINANCIAL RESOURCES AND INTER- REGIONAL 
SPARITIES IN ECONOMIC DEVELOPMENT 


j-terent regions (States) has grown more than the 
elves. Much has been written on this aspect of Indian 
ing the period, a Finance Commission is active in 


exercises for framing recommendations in regard to 

9 

ansfer of resources from the Centre to the States'^ 


the States, the flow of such a literature assumes 


TY high proportions. Similarly, when Planning Commi- 


say, Gadgil Formula of Central Assistance to 


de and the manner in which such transfers should be 


to the problem of interregional disparities in levels of economic 
development is sought to be attained. But the available facts 
and figures reveal that in spite of all these the inter- regional 
disparities have continued to become larger and larder. 


are personal and do not reflect 
to which author belongs. The author 
t,. Adviser, Planning Commission for 
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»SH.-JH£ MrR..ggional Disparities 

last few years several stucSies have come out which 
led ro identify the relative backwardness of the States 
= point of view of not only their relative ranks in 


rec; 


:c 


per capita State domestic paioduct but also on the 


oasis or t.ne partial indicators of development. Principal Com- 
pcneno Analysis, Gini coefficients etc.'^ These studies and a simi- 
ioi study in Planning commission reveal that relative backwardness 
of one States worked out on the basis of per capita state domestic 
proauct IS mere or less identical to the results obtained on the 
basis or more sophisticated statistical techniques. Thus, if we 
CO by the ranks of the States determined merely on the basis of 
per capita state domestic product, we find that among the Non- 
special Category States,^ the following six States, namely, Andhra 
Pradesh, Bihar, Madhya Pradesh, Orissa, Rajasthan and Uttar Pradesh 
have been ranked as the backward States because their per capita 
State domestic product have been found less than the national 
average. In this paper we would call them as poorer States and 
not as backward States, It is revealed from the following table s 


Table 1 s States identified as Backward States since 
Fourth Plan 


Five Year Years for which per 
Plans capita SDP were 

taken into account 


Fourth 


Fifth 


Sixth 


196 2-63 to 1964-65 
1970-71 to 1973-74 
1973-74 to 1975-76 


States which were found out to 
be backward 


Uttar Pradesh, Bihar, Madhya 
Pradesh, Orissa, Rajasthan and . 
Kerala 

Uttar Pradesh, Bihar, Madhya 
Pradesh, Andhra Pradesh, Rajasthan, 
Orissa and Kerala 

Bihar, Uttar Pradesh, Madhya 
Pradesh, Orissa, Rajasthan and 
■ And'hJ^S Pradesh 






i1 “i 


H 
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Kerala has been found marginally above the national average for 

Plan. Dr. VKRV Rao has worked out variations in growth- 
inecra^aity among the States on the basis of per capita State 
domestic product between 1960-61 and 1976-77. The following 
table which is based on his study reveals that over the long span 
or fifteen to sixteen years since 1960-61 gaps between the highest 
per capita State Domestic Product (SDP) at current prices and the 
per capita SDP of the poorer States h^ve 


Table 2 


1960-61 1976-77 


1 • Andhra Pradesh 

2. Bihar 

3. Madhya Pradesh 

4. Orissa 

5. Rajasthan 

6. Uttar Pradesh 


Source s VKRV Rao t India’s National Income 1950-1980 An Analysis 
of Economic Growth and Change (p.92) . 


The gaps or disparities in the levels of developnent get 
widened because the rates of growth of the SDP of the poorer 
States are not in a position to keep pace with the growth rates 
obtained for the advanced States, An interesting study has been 


made in this regard by Mathur 
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Note s Growth rates for fifties and sixties represent compound 
grovrth rates. For sixties and seventies, they represent 
trend ^growth rates, because available data related only 


From the above table it would be clear that in fifties rates 
of growth of Bihar and Madhya Pradesh were above the All-India 
rate cf growth of GDP. Remaining poorer States had lower growth 
rates than all-India rate. In sixties both Bihar and Madhya 


Pradesh had a fast decline. Bihar fell down badly as to have the 


lowest compound growth rate of 0.6 8 per cent, far below the all 
India rate, Madhya Pradesh had a compound growth rate of only 
2.11 (less than half attained in fifties) in sixties. During 
sixties Orissa improved its performance much more than other 
states and stood even higher than all- India growth rate. In 
seventies Bihar improved its position among poorer states; but 
Madhya Pradesh went down further. Orissa witnessed a fast decline 
Uttar Pradesh, Rajasthan and Andhra Pradesh had a set-back during 
sixties; but they improved relatively in seventies. However, in 
seventies all these States remained below all-India performance. 
These declining rates of, -gro^h :of;,-SDP.,.;ih and seventies 

conoared to fifties in the poo,rtf',^ates:.:e^lain, the widening'’ ' ' ' 


Table 3 


Growth rates in SDP at constant prices 
Backward States 


States 


Fifties 


Sixties 


Seventies 


1. Andhra Pradesh 

2. Bihar 

3. I'ledhya Pradesh 

4 . Crissa 

5. Rajasthan 

6. Uttar Pradesh 

7 . All India 


2.65 

3.95 

4.45 

2.46 

2.96 
2.32 
3.30 


1.72 

0.68 

2.11 

4.05 

1.32 

1.74 

3.17 


2.96 

2.99 

1.67 

2.28 

2.01 

2.55 

3.50 



In our present discussion, we may not consider eight special 
category States mentioned earlier whose problems are quite different 
and they need special treatment by the Centre. Almost all their 
plan outlays are met by the Centre, State Governments of the six 
non~special category poorer States have always argued that their 
per capita plan outlays must increase substantially over time and 
the rates of growth in their plan outlays must be increasingly 
1 ;=! Trt(=> T” of the advanced States if the aim of the removal 


Resource mobilisation capacity or tnese snares oeing 
pared to the advanced states, the above argument implies that 
Central Government per capita plan transfers to these States must 
be progressively larger to enable them to have reasonably larger 
per capita plan outlays.'^ The levels of per capita plan outlays 
Qf the States are based on states* own plan resources which emerg,e 
after their non-plan outlays have been fully provided for; and 
the amounts of Central assistance allocated to them by Planning 
commission. Their own resource base being weak, the size of 
their per capita plan outlays would depend a great deal on the 
flow of Central assistance. The above argument has its force. 

In fact, the realisation of the, truth in this argument is reflected 
in the flows of Central assistance to non-special category States 

T-,ian neriods as indicated in the following table J; 



earlier Plans (First to the Fifth) / see Central Assistance 
States Plqn (A Monograph) by Finance and planning Depart- 

-■ - ' ’ For Sixth Plan, 


ment, Govemment of Andhra Pradesh, 1979, 
the source is Planning commission. 


It would appear from the above table that during the first 
ive year plans. Group A countries on an average received 
ir per capita plan assistance from the Centre but in the 
quent plans, per capita assistance for the poorer States 
lased and the maximum per capita increase on an average has 
-in the' Sixth. ■Plan;.,,, :We may recall that for the . 


States 

First 

Plan 

Second 

Plan 

Third 

'Plan 

3 Annual 
Plans 

Fourth 

Plan 

Fifth 

Plan 

S ixth 
Plan 

A. Advanced States 

1. Punjab 

152 

50 

67 

38 

7 2 

146 

221 

2, Haryana 


- 

— 

50 

76 

178 

231 

3, Maharashtra 

14 

20 

39 

24 

47 

93 

174 

4 , Guj arat 

19 

26 

50 

31 

58 

114 

225 

5. Karnataka 

23 

30 

63 

40 

57 

114 

184 

6. West Bengal 

40 

22 

41 

27 

48 

107 

154 

7. Tamil Nadu 

14 

29 

53 

32 

48 

122 

161 

8, Kerala 

17 

24 

68 

45 

80 

145 

20 2 

Average of Group A 


27 

12 

12 

55 

117 

183 

B. Poorer States- 

9, Andhra Pradesh 

19 

28 

58 

39 

53 

138 

208 

10, Rajasthan 

36 

31 

74 

49 

83 

150 

243 

11, Orissa 

50 

39 

74 

40 

71 

169 

301 

12. Madhya Pradesh 

22 

32 

64 

37 

61 

119 

243 

13. Uttar Pradesh 

13 

17 

46 

30 

58 

144 

218 

14 , Bihar 

14 

19 

44 

19 

58 

118 

224 

Average of Group B 

20 

24 


35 

61 

137 

230 

Average (A+B) 

24 


53 

34 

58 

128 

208 
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Sixtn Five Year Plan Gadgil Formula was modified under which 
-f 104, 20% of the total Central assistance was made 
civa liable to only those poorer States whose per capita SDP was 

the national average. This step up in the share of poorer 
Str-tes speaks of the acceptance of the logic of the argument in 
t-hfc'ir favour. In this context, the question of trade-off between 
Central assistance and Finance Commission transfers has its own 
relevance and it requires to be discussed independently because 
apart from its economic merits and demerits it has its political 
and constitutional overtones. However, in this paper we may dis- 
cuss the extent to which surplus generated in the advanced States 
through fiscal measures of the Central Government can be transferred 


0 


to the State Governments of the poorer States for investment in 

8 


human and physical capital formation. This is a very valid ques- 
tion and its answer has to be based largely on the economics of 
such transfers. 


ReS'Ource Allocation Criteria 


For allocating resources to the States, irrespective of the 
manner it can be done, the Centre must have a pool of resources 
which we might call as divisible pool. While keeping in view 
the objective of the removal of regional disparities as fast as 
possible, the Central government must also see that the divisible 
pool also goes on increasing to meet the growing plan demands of 
the Centre and the regions. Enlargemenw of the divisible pool 
with the centre is ultimately a; function of GDF growth rates. 

GDF growth rate is not merely a function of the rate of investments 
but also the' efficientyttllisatipn of assuring 


maxirmm 
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= ^ People as fast as possible and for that 

It tries to pressurise the Finance Gommission or the Centre to 
find a way out to allocate larger and larger financial resources 
t., it# the advanced States provide opportunities for most product iv 
investments in terms of massive external and internal economics 
consisting of sharing the same social overheads facilities# service 
industries# skilled labour pools# expert management# transportation 
facilities and above all ample market for the product. In search 
of large marginal yields, investible resources have a natural 
tendency for agglomeration in already developed regions of advanced 
States to the point of their being uneconomic. Apart from already 
developed areas, there might be certain areas in some poorer States 
also endowed with better natural resources than others which have 


greater urgency for exploitation. This is as true to the public 


interested in augmenting the saving rates at a faster speed as it 
enables it to have a larger and larger divisible pool to take care 
of the weaker States. Depending upon the economic situation the 
economy is placed in# a sizeable part of the Central resources 
needs to be allocated in a way, that domestic saving rate continues 
to grow and proper condition for all round growth is created in due 
course.^ It is this criterion which compel Is the Central Government 
to frame its own investment plans , and allocate resources to the 
advanced and poorer States into certain proportions, A kind of 

balan<:®d ,XBC»nciliation' haa;;t|:be|^ached^^^^ pressures^ 

of var-ioiig comDetinq demands including /those ' of the poorer States. 


9 


ill 


r 



ab.vc hypothesis gets extended to the allocation of resources 
various Segments of their own economy and their 
areas. Apart from this, in order to keep pace 
witr. tne mcdern world certain projects must be undertaken by the 
Centre alone due to the nature of investment being very lumpy and 
massive. Irrespective of state boundaries certain basic economic 
infrastructure in terms of generation of quick transport and 
communication facilities, generation of power resources, extensive 
research and educational facilities of a high order are the basic 
rcspijnsibilities of the Centre. Finally, it is the Centre which, 
in a period of national or regional calamity or in a period of 
inflationary spiral (which tend to erode their resources faster) 
hvas to ccmc to the rescue without regard to social, political, 
econcmic and other considerations. Centre has to act as a guardian 
of the States and as a guardian it must have enough strength to 
discharge its responsibilities well both in respect of advanced 
States as well as the poorer States and finally to make the nation 
as a whole grow economically strong the benefits of which naturally 
goes to the States. We may not forget that ultimately people of 
the country who are also the residents of the States reap the fruits 
of investments in human and physical capital whether made by the 
Central Government or the State Governments, 

Per Capita 1b>ublic Sector Plan Outlays in Different States 

Domestically all plan outlays in the public sector whether 
by the Centre or States take place jn States and Union Territories 
whether in advanced States dr in poorer States. Public Sector 
Plan outlays represent a broader' concept of investment. Investments* 


i 
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1.. t-.i, r.nrr.w economic sense are identical to formation of physical 
k.i.,wn as physical capital formation. Investment in human 
is excluded from the economic concept. Public sector 

^ as understood in the concept of Indian planning 

re. 1 .: resent expenditures on formations of physical assets as well as 

inures incurred on the development of physical and mental 

cap^^.cities of human beings (such as on education/ training, medical 
.nJ hcc.ltn facilities, etc.) which make them more productive. 
Ini^re-forc, for the study of econanic development, study of plan 
...utlays by the Centre and the States are more relevant, in our 
planning exercises, plan outlays of the private sector is expressed 
iXi terms of expenditures on only physical capital formation by the 
private sector embracing private corporate sector and the entire 
non- corporate non-governmental sector termed as household sector. 

In ether words, from the point of view of movements of resources 
in a State for its economic development for types of expenditures 
need to be considered t (i) plan outlays of the Centre whether by 
the Central Government and Central Government enterprises; (ii) 
plan outlays of the State, comprising State government and State 
government enterprises; (iii) Capital formation in physical assets 
by the private corporate sector in that State; and (iv) capital 
formation by the households representing entire non- corporate, 
non- government sector. Items (iii) and (iv) explain private 
sector plan outlays. 

Accepting that investments represent the only basic factor 
which accounts for the pace of development in terms of growth rates 
in it should be clear that ' a .State may have faster economic 

growth even if public, sector,. ;Pl;a,n. outlays in that State lag behind 
the public sector plan :putlays/ to.., othep States^ provided' private ^ _ 

sector plsh' outlays^'ape 


‘ ' "".'•'-■'if 





the figures for non- 
Hdvanced States and 


Per capita Growth rates 
plan out- , in SDP at 
lays Centre 1970-71 pri- 
and States ces** 

1977-78/1970- 


1040 


1300 


B, Paorer States 

9. Andhra Pradesh 

10, Rajasthan 

11, Orissa 

12, Madhya Pradesh 

13, Uttar Pradesh 

14, Bihar 


1128 
120 2 


1051 
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sector investment in a State as a determinant of its rate of 
growth shortly- but before that let us try to go a little below 
the surface of financial flows from Centre to States and from 
State Government to different sub- regions in search of their fructi- 
fication in real investment. 

Limitations of Financial Planning 

Too much reliance on the models of growth based on financial 
aggregates of saving# investment and output gives invitations to 
a number of inconsistencies in the physical planning with the 
passage of time ■lAich affects growth process differently in 
different regions or areas. Planning models expressed in financial 
terms assume that finances constitute the only bottleneck in plan- 
ning for developnent and if finances move according to plans# 
physical resources would move automatically and smoothly to the 
desired directions to fulfil the plan objectives. Regional 
variations in the costs and usefulness of the physical factors 
of growth; differences in managerial and human skills; degree 
of possible leakages and wastes; swoftncss with which real resources 
can be mobilised; unforeseen untowards events and vagaries of nature 
which can affect adversely the completion of plan projects; degree 
of adequacy with which financial planning has been tried to be 
matched with physical planning; changes in the relative prices of 
the real factors? all these and various other socio-economic and 
institutional factors lead to a large regional variations in the 
realisation of the plan objectives in real terms even though varia- 
tions in financial plannings have conciously been tried to be avoided- 
Several examples may be given to explain such variations, A national 
highway may be passing thrtxigh a number, of ^States; but its utility 
to various states in their development processes would be different 



depending cn tae manner different States have planned' feeder roads* 
Degree of pOi.ential uses of a large irrigation system in different 
regions depends on the spread of small canals to and from the fields 
and the manner the system as a whole is managed. Even completed 
projects will differ in the degree of underutilisation depending 
on the skill, ability and efficacy of administrators/ managers and 
the technicians. After a stage/ these bottlenecks in fact are of 
much more serious nature than those which are supposed to emerge 
out of financial constraints. All these weaknesses of the planning 
system get concealed under neat financial calculations^^ and they 


cealed waste of real resources/ delay in completion of projects/ 
inflation and confusion about the success or failure of the plan- 
ning models. In the end, at best we have a false Impression of 


the planning actually done. Needless to say that these imperfections 
in financial planning which tend to give a wrong idea of this move- 
ment of real resources to fulfil plan targets have a lot to explain 

12 

regional variations. It is a high time that at the present stage 
of our economic development instead of fighting for a little higher 
or lower financial flows from the Centre to the States for mitigation 


of regional disparities in growth, serious attention is given to 
the movement and the management of real resources hidden below the 
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Forgotten Real Resources 

We have discussed that movement of finances from the Centre 
tc ti Sv-ate in fact amounts to the transfer of real resources from 
the rest: ot the economy to the State in question for development. 
Similarly# finances do flow from one State to other States through 
pest offices# comrr.ercial banks# Lie, cooperative banks# other 
long-term and medium-term public and private financial institutions 
and also through public and private non-financial corporate enter- 
prises, Ultimately there is a net inflow of financial resources 
to each State from the rest of the economy which in fact determines 
the magnitude of the net inflow of real resources from the rest of 
the economy. It will be an interesting study how different type 
of financial and non-financial institutions are functioning pre- 
sently and what is the net affect of their operations in the dis- 
tribution of real invest ible resources in the econcxny. Unless a 
proper study is made in this regard# it is difficult to determine 

to what extent a particular state is a real gainer or loser in the 

13 

distribution of real savings of the economy. However, in all 
these discussions an important element representing total real 
resources available to a State for development in terms of house- 
holds saving in physical assets which is generally forgotten. It 
is a form of capital formation a greater part of which is done 
silently without much fanfare of financial flows? but I think it 
has its own determined and significant contributions to the growth 
processes and growth rates of a region# because formation of capital 
of this type emerges from the below and is not imposed from above. 
Presently, according to the estimates made by the Central Statis- 
tical Organisation (CSO) nearly- 75, per cent of the gross domestic 
saving is generated in the household- sector as defined earlier : 
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I 

representing nen-corporate non-government sector. A little less 
than naif of the household saving is reflected in saving in physical 
assets c-n-,: ^ne rest is dene in the form of financial assets which 
flow fcu t.*ic -jther sectors for financing real investment. Households 
savings in physical assets therefore accounts for nearly more than 
30/9 cf the total domestic saving. Household saving in physical 
assets car. further be split into two parts s (i) those based on 
purchased material and hired labour; and (ii) those based on 
ubicjuitO'US material and own account labour. The latter part# i.e. 
household saving in physical assets based on purely own-account 
labour and ubiguitous materials outside the monetised sector of - 
the economy presenting accounts for a little more than 10% of the 
aggregate saving generated in the economy. Generally/ such savings 
take the form of minor irrigation schemes, kutcha wells, farm and 
non-farm houses, reclamation, bunding and terracing of land etc. h 
In the unorganised rural and urban sectors of India economy this / 
form of real capital formation meant for increasing agricultural 
and non- agricultural productivity contributes significantly to; ' 
the growth rates in SDP of each State. Therefore, State-wise varia- 
tions in households savings in physical assets in general and phy- 
sical savings in the form of own-account labour and ubiquitous 
material in particular have also to be reckoned with as one of the 
determinants of regional disparities in development. 



conclusion 

On the basis of above analysis we may conclude that in Indian 
context there is a limit to which flows ■ of finances to the poorer 


states can be augmented with a view- to mitigate interregional 
disparities in the levels of' development. - Beyohd a limit the, 
oveiraii rants «r>nwt-.h r?(t6s would oet affected adversely and the 
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objective of balanced regional development would be defeated. 
Furtncr, in a developing country like India, it would be wrong 
t-i. asburne that financial flows would automatically mobilise physi- 
cal resources to the extent needed in the desired directions, A 
number of factors operate to disturb the matching of financial 
flcv;s with the physical flows resulting in the failure of plan 
targets in real terms even though targets might have been realised 
in financial terms. Inadequate physical planning behind a neatly 
balanced financial planning model leads to tremendous wastage of 
real productive resources and creates confusion in the minds of 
the planners. Thus, to seek a solution of regional disparities 
in the levels of development bn the basis of only the flows of 
financial resources would be a mistake. Lastly, we cannot afford 
to forget real resources generated in the households sector in the 
form of saving in physical assets, particularly the segment of it 
which is generated outside the monetised sector of the rural and 
urban econony while making a search for the explanatory independent 
variables determining regional disparities in economic development. 


I 


^1 


18 


jendix 


fo r. Distribution of Central Assistance 

Development Council (ITOC) at its meeting held . 
^ i^ppointed a Committee of Chief Ministers with the 
* ril II. Planning Commission as the Chairman to .determine# 

principles of distribution of Central assistance 
^mung P.t States for the Fourth Five Year Plan 1969-74. The NDC 
C-'mmittee at its final meeting held in Septerriber 13, 1968, unani- 
mously auuptek.. the formula which formed the basis of Central 
assistance for the Fourth Five Year Plan. For the Fifth and 

Plans an updated and modified form respectively 
c.t this rormule v,’as adopted. The original formula for the Fourth 
Plan v;as as follows : 

Fourth Five Year Plan 

1. The requirements of states of Assam, Jammu and Kashmir and 
Nagaland should first be met out of the total pool of Central assis 
tance . 

2, The balance of the Central assistance should then be distri- 
buted among the remaining 14 States on the basis of the following 
criteria. 

i) 60% cn the basis of population; 

ii) 10% on the basis of per capita state income - assistance 
under this criterion going only to those States whose per 
capita State income are below the national average; 

iii) 10% on the basis of tax effort of individual States deter- 
mined on the basis of States* per capita tax receipts as 
percentage of states’ per capita income; 


iv) 10% on the basis of spill-over into the Fourth Plan of 
major continuing irrigation and power projects; 

v) 10% for special problems of individual states; special 
problems indicated by the Committee being existence of 
border areas in a State, desert areas, flood affected 
areas, chronically drought affected areas, metropolitan 
areas, existence of untapped resources, population of 
displaced persons or refugees and percentage of unemployed 
to the total population. 


Fifth Five Year Plan 


Formula 


In its meeting held on September 1976, the NDC adopted the 
updated version of Gadgil formu.la which was as follows : 

1, A lump-sum allocation was made for Jammu and Kashmir, Assam 
Nagaland, Himachal Pradesh, North-East Council States (which came 
into existence by that time namelyi. Manipur, Meghalaya and Tripute: 
and Sikkim, , , ■ 

2* The balance would be distribution among the 14 remaining Stat: 
as follows s 


I- f- 
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- bu^ - 1971 census figures; 

cr -wapita^tax income - 10% - Average per capita NDP at 
urrent prices for 1970-73 as furnished by CSO; 

ux-cffcrt - 10% ; based on 1973-74 State tax receipts and 
er capita income as under (ii) above; 

iriJiticn and power projects - 10% s revised Fifth Plan 
uOiays i_.n continuing major irrigation end power schemes, 
ith an estimated cost of Rs.20 crores and above and expend, 
ure of atleast 10% by the end of 1973-74? 

pecial problems - 10% s fo cover the gaps in resources for 
ir.ir.ncing the inescapable outlays in cox’e sectors of the 
Ian, as well as allocation for desert areas for Gujarat, 
arv’ana and Rajasthan. 


tate-d that all the special problems identified at 
th Five Year Plan except desert areas were subse- 
rc of by separate programmes and could not be 
to special problems to form a basis of Central 
in the Fifth Plan. 


The Rational Development Gouncil at its meeting held- on 
it 31, 1963 decided, inter alia, to distribute Central assi 
to States on the basis of modified Gadgil Fomula. The 
'ied Gadgil Formula, briefly states, is as under s 


Augus 

ance 

modif 


A lampv-sum amount is to be set apart for meeting the require- 
ments of eight 'Special Category' States, viz., Assam, Himachal 
Pradesh, Jemru and Kashmir, Manipur, Meghalaya, Nagaland, Tri- 
pura end Sikkim, out of the total pool of Central assistance. 

The balance of the Central assistance is to be distributed 
among the remaining fourteen states on the basis of the 


i) 60 per cent on the basis of population, 

ii) 10 per cent on the basis of tax effort of individual 
States , 

iii) 20 per cent on the basis of per capita State income - 
assistance under this criterion to be allocated only 
to those States whose per capita income is below the 
national average. 

iv| 10 per cent for special problems of States, 

The weichrage of 10 per cent given to 'continuing major 
nticn and cower projects' under the original Gadgil Fornrala 
w dropped and correspondingly the teightage for 'per capita 
e criterion has been increased from 10 per cent to 20 per 
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1950-80 


Per capita 
state plan 
outlays 
1950-80 


1. Assam 

2. Kimachal Pradesh 

3. Jarnnui & Kashmir 

1. Manipur 

5, Meghulays 

6, Nagaland 

7, Sikkim 

8, Tripura 

Sub Total A 


21, Tamil Nadu 

22. West Benga 


iport of the working Group on Inter- regional Pattern of 
vestments by Centre, Banks and Public Finance Insti- 
tions. Appointed by Planning Commission (August 1982) 

ts the total of identifiable Central Flan outlays in 
of loans released by HUD CO for housing, industries and 
railways, major ports, roads and power products. 
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Footnotes 

i ■ 

, purpose ^ of this paper, a region is taken to be 

±_i^n'ic -- u.v a State since the available data pertaining to the 
trains .1 ^resources from the Centre to the States and other 

i.. t, j-n f jiTii-ation are based on administrative boundaries of 
tr.e States. 


^ I hu constitution provides for transfer of resources from 
the Centre- t- States under Finance Commission recomm.endations 
te b'_- constituted by the President every five years in. the follo- 
wing form: ^i) through the levy by the Centre, but assignment 
in v/hole- of the proceeds of certain taxes (Article 269); (ii) 
through ^ mandatory sharing of the proceeds of income tax (article 
270) ; viii) through permissive participation in the proceeds of 
bni n cxciso-duties (article 272); and (iv) through statutory 
grants in aid of the revenues of the States (article 275) . 

3,, 

'I'lonning Commission gives Central plan assistance to the 
States under article 282 of the Constitution which permits transfers 
'through grants for any public purpose' and under article 293 
perrd being transfers to the States by the Centre 'through loans 
fer any purpose'. 

For the first time, in connection with Fourth Five Year 
Plan (1975-79), National Development Council adopted a formula 
which f’'rmed the- basis of distribution of Central assistance to 
the States for plan purposes. This formula is known as Gadgil 
fcrmulci in the name of the then Deputy Chairman of the Planning 
Commissi. -‘n Prof, D,R, Gadgil, The formula as adopted for the 
Fourth Five Year Plan and its later updated and modified forms 
are given in Appendix - l, 

^ ■ ■■ ^ ■■ " ■ ■ e .. ■ 

'Seme of the Important studies may be mentioned as follows: 
Hemlatn Ra:< - Centre-State Financial Relations , 1981 Chapter IV; 

Uma Dutta Roy Choudhary and Grace Majumdar; "Alternative,, measures 
of Economic Development for Inter-state Comparison", XI th Con - 
ference of lARNIW (1977) , D,M. Nanjundappa , Inter-governmental 
Financial Relations in India (1974h* M.N. Pal, "Regional Dispari- 
ties in the Levels of Development", Indian Journal of Regional 
Sciences (1975), Volume VII. 

^Under the modified Gadgil Formula applicable for the Sixth 
Five Year Plan, following eight States have been considered as 
Special Category States: Assam, Himachal Pradesh, J & K, Manipur, 
Meghalaya, Nagaland, Sikkim and Tripura. Even though in respect 
of per capita income, some. of . these ' States might be found above 
the levels obtained in many non-special' category States, these 
States are considerably behind the non-special category States 
in the matter of resource base both on account of historical lack 
of development and their difficult geography. Lack of means of 
communication due to difficult accessibility, incipient stage of 
development administration,-' tribal- nature,- of 'socio-economic 
o'rganisation have made 'these stc^tes .as: special -category - States ' ■ 
retjuiring very high per capifa-dost of.- deyelppment over a much 
longer period, , ■' -' 
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Unpublished thesis entitled ‘ Central 
gria in Indian Federal Finance - A New 
Table is given as Appendix-2. 


y net be relevant to discuss here about Finance 
ransfers to the States because Finance Commission 
tors uosigned to take care of mostly the non— plan 

ys 'r the States. For the first time Seventh Finance 
Eiii .’n t-ck into account the resource potential of the 
s j.n r^c: mmending transfers in a way that poorer States 
helped tn enable them to take steps more readily for the 
.errrient ci the- people living in these States. The report 
"The revenue equalisation principle we have adopted is 
‘cagniticn of the fact that States which are less favourably 
eo on regard to their resource potential should be specially 
e:i in .‘'rdcr to place them in a position where they can also 
stt-ps n>,;re readily for betterment of the people living in 
e States". 


C'T'ni 


possible to think of larger Finance Commission 
the poorer States v/ith a view to enable them to have 
cs left 'with them after meeting their non-plan 
so. that the objective of larger transfers through 
assistance is met to an extent thereby. Thus, 
ission transfers beyond a certain level become 
for Central assistance. 


Wo shall see shortly that there are many more irrportant 
rs which need be considered in explaining economic growth, 


•^■^For a comprehensive discussion on the relationship bet- 
viccn financial and physical planning, see Chapter on 'Mechanism 
of under-development and development' in An Approach to Asian 
Dr ama by Gunar Myrdal (1969), 


^ ‘^Sectoral financial investment targets are no doubt 
attempted to be based on physical requirements but the movement 
of Central assistance is independent of sectoral physical 
targets to a great extent because they are now formula based. 


It 


STATOTOHI TR&MSFBRS AND HEGIONAL DISPARITIES IN INDIA ” 

A.K. SENGUPTA* - 


Since the advent of Economic planning in our country, 
rciuction in inter- regional disparities and balanced regional 
development has been accepted as one of the cardinal oblectives 
of the quinquennial plans, Ihe Industrial Policy ^solutions of 
13S6 also strongly endorsed balanced regional development and 
hlshlighted the importance of optimal resources allocation in the 
private, public and Co-operative sectors of the economy. In this 
connection the Second Plan Noted that " In any comprehensive 
plan of development, it is axiomatic that the special needs of 
the less developed areas should receive due attention. The pattern 
of investment must be so devised as to lead to balanced regional 
development, *’ During the first three plans weightage was assigned 
to backwardness of states in the allocation of Central assistance 
and backwardness of a State was considered as an important factor 
in the location of Central proiects. The Fourth and the Fifth 
Plan also strongly emphasised the functional relationship between 
balanced regional development and dispersal of economic activity. 
The Draft Sixth Plan addressed itself to the problem of regional 
disparities and admitted that ” A substantial part of the problem 
of poverty is due to the uneven levels of development in different 
parts of the country. Any attempt at re-dlstrlbution on a national 
scale must imply a reduction in these inter-regional gaps in the 
levels of development, the standard of living and the quality of 
life. However, to be successful such an attempt has to form part 
of the general develooment stratgey.” In practice, however, the 
three decades of plan efforts have mlserbaly failed to bring about 
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desired changes in the pattern of regional development. The 
problem of the existing wide-spread regional disparities 
has baffled the economists and made the general public 
tonnrue tied* 

Regional variations in India can be expressed in 
terms of per capita income, the proportion of urban popula- 
-tion to total population, percentage of population living 
below the normative minimum, percentage of workers in the 
industrial sector, working population in agriculture and 
others* Taking Per-Capita State domestic product as the 
yardsticks of measurement Table-1 shows the relative positions 
of different States from 19'’0-n to 19^8-79. Per Capita N.D.P. 
at current prices registered an increase from %.638 in 70-71 
to *fe*12l4 in It is clear from the table that the Per- 

Capita SDP of five States exceeded the Per-Capita NDP during 
70-'^! to 75.76, It is to be noted that Haryana, Maharastra, 
Puniab and W.Bengal recorded a per-capita SDP higher than the 
Per-Capita NDP throughout the period* The per-capita SDP of 
Bihar was lowest and Puniab attained the highest per-capita 
SDP which was two and half times that of Bihar. Again the NDP 
of India at 70-7i prices increased from Rs.34,519 in 70.^1 to 
44.179 in 77.-78 representing an average increase of 3.7^ P.A. 
In five States the rate*of growth of S.D.P. at constant prices 
was higher than the rate of growth of NDP. The average annual 
growth rate of SDP was highest in Maharastra and lowest in 
Ra'asthan* A comparative lock at the table makes interesting 
reading. The hi^ier income states in the we-^tern regions 
recorded much greater advancement as compared to middle Income 
and low income states and Puniab topped the list. In spite of 
her pace of industrialisation ¥*B* has given way to less 
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iJidustralised States like Haryana and Gujrat. Among the 

incom„ states Tamilnadu and Andhra Pradesh Improved 
- ir r.-lative positions significantly* Bihar remained the 
poorest State and the difference in terms of Per Capita 

C.D.r. between the first and the last in the list is highly 

arnasing. 

A very relevant question here is what brought 
about the changes in the relative position of the States and 
thereby influencing the pattern of regional growth* In a 
country dominated by the agricultural sector, it is the 
progress of agriculture which is basically responsible for 
achieving accelerated material prosperity. The phenomenal 
progress in agriculture in the States of Puniab and A.P. 
enabled them to attain new lights. Moreover, as all know that 
the long term growth of a Nation primarily depends upon the 
availability of Infrastructuaal facilities, the inter-state 
differences in terms of infra-structure facilities have 
powerfully contributed to regional Imbalnaces, The glaring 
disparities in Infra-structural facilities can be seen from 
Table (2). 

Finance is the lifeblood of every organisation and 
the development of backward states largely depends upon the 
flow of financial resources from the centre became the 
quantum of resources at the disposal of the States always 
falls short of their actual requirements to provide a wide 
and complex range of social services and to plan their long 
term growth, i^encs the entire scheme of budgetary transfei>s 
through various channels occupies the central position in the 
Context of balanced regional development and over-all economic 




the scheme of Union-State transfers of 
s added significance in the Indian federal 
of the prevelence of the invariable tendency 
of revenue to a greater degree. 


resources 


Per Capita Transfers in Rupees (1956-81) 


Group 0 


Stat es ’ Statutory ' 
' Transfers* 


Plan Trasnfers‘Discretionery' Total 
'' Transfers ' 


Pun iab , Haryana, 471 

Maharastra, Gu Jr at 
West Bengal. 


5 


t 



B, Mid 11 9 Income States 


(T'.mil Kadu, Kerala, 
Crlsa, Assam, 

Karnataka, Andhra 
Pradesh)* 542 


Low Income States 

(Uttar Pradesh, 

Ra i asthan , Madhya 
Pradesh, Bihar) 

ALL STAT3S* 


436 


386 1364 


459 

398 

332 

1189 

516 

440 

380 

1336 


* Including Special category States : 

S ource : Monograiii on ‘Centre-State Financial Flows and 

Inter-State Disparities in India-Prof. K.K. George, 
University of Cochin, 1982* 


It is clear from the above table that the interests 
of low income States have been jeopardised not only in terms 
aggregate Per— Capita transfers but also in terms of statutory 
and discretionary transfers. Between high income and Low- 
income states plan transfers has been progressive but between 
middle-income and low-income states it has been regressive. 
During the second, thirdand fourth plans the recommendations 
of the finance commissions assisted the high- income and 
middle income states to grow at the cost of low-income states, 
It is only during the ^^th. and 6th Plans the low income states 
received fair treatment from the Finance Commissions , but 
here too it must be pointed out that Maharastra, Guirat and 
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TABLE -4 


Per Capita Tav shares and Grants 1955-81 


Group of Stat 


Grvants 


Income State 


A3'Sam 
Karnataka 
Andhra Pradesh 


^/est Bengal received much higher amounts as compared to 
Ra •isthan, M.P. and U.P. were unfortunately enough to 
receive smaller amounts as compared to Tamil Nadu, Orissa 
and heral 3 ij during the 6th Plan Period* One refreshing 
feature of the working of the Finance Commission is that 
thiv all favoured the special category states. In the following 
tablt: the aggregate per capita tax shares and grants received 
by oifferent states between 1^5—1981 are shown i«« 








( 2 ) 


- ( 3 ) 



source 


Prom the above table it is evident that the 
devolhtion of taxes by the Finance Comtnissions was lesss 
progressive as compared to the grant element. Although the 
Finance Commissions exhibited more progressive attitutde 
towards grants- In-aid in comparison to tax sharing but the 
middle income States received larger amount of grants as 
compared to low-income States. Grants-in-aid under Article 
occupying a residual position in statutory scheme of 
transfers constituted only 2G^ of the total statutory 
transfers. Again, while the share of Income-tax declined 
from 58^ in the Ilnd Plan to 25^ in the Vlth Plan, the share 
of Exercise Revenue increased from 45^ to 75^. Over the same 
period. In respect of sharing of Income-tax the Finance 
Commissions unduely favoured the advanced states and failed 
to do .iustlce to the low— income states. However, the devolU' 
-tlon of Excise Revenue has bean more progre-^sive than 
income-tax sharing, particularly, during the Vuh & the Vlth 
Plans. Ihe planning Commission in India has tried to resolve 
the problem of inter-state disparities in three important 


ways : 


Backwardness has been recognised as one pf the 
important factors- ih,.;alX'Ocat ion of . f inane ial 

* ... L ..n... J...,. -HIM- I I 



SpscipJ area development programmes were directed 
towards the development of tackward states, and 


Adequate measures were adopted to promote private 
investment in the backward areas. 


In view of the fact that only a few states enjoyed 
surplus in their non-plan revenue account after considering 
the amounts received on the basis of recommendations of the 
Finance Commissions and that too highly inadequate, the 
States invariably depend on Central assistance for financing 
their plan-programmes. Non-statutory transfers are made by 
the Central Government on the basis of the recommendations 
of the Planning Commission in the form of Plan grants and 
plan loans. Earlier the Planning Commission used to determine 
the plan size of the States on the basis of needs and feasibi. 
-lity of the pain and thentihe gap between this and plan 
ro sources with the States was taken care of by plan assls- 
-tance. The Gadgil formula replaced the earlier practice 
because of the letters impracticability. Under the Gadgil 
formula the plan size of the States consisted of the sum 
total of the States* non-plan surpluses, the additional 
resources mobilised and Central Plan assistance. In 19-^9, 
the Planning Commission employed the I.A. T.P. formula for 
the maior portion of the plan assistance and the entire 
discretionary assistance was used by it to help the low- 
income States* Moreover, the Gadgil formula was modified 
by abolishing the IC^ weightage being given to the continuing 
irrigation and power schemes and by doubling the weightage 
below the 'average.'^ Although we have 


seen 
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Experience demonstrated that in India no consistent 

economic policy has been pursued in the devolution 

of taxes and grants-in-aid. The statutory fiscal 

devolution has never been made into a positive 

ins^rrument of economic policy. The whole irony of 

the system is that our Finance Commissions are the 

only institutions in the World who gave morethan 

what they themselves considered necessary and 

labelled the excess as ‘surplus’. Outwardly atleast 

the govt, is called upon to handover surplus to 

advanced states in a measure greater than to b 

given to the really needy states. 

f virtfince Commissions to express 
The practice of the Finance 

t.« sh»03 in pennant terms and grants In absolute 
terms contributed to the widening of inter-state 

disparities. 

ae Sharing of 

. wegressive criteria ^ 

because of the adopt P -• , . 

4. populatlor 

like contribution. 


income and low- income States, they were regressive between 
middl'i income and low- income States. Here again Puniab, 
Haryana, Assam, Orissa and Kerala continued to em'oy larger 
shares and some of the much needy states were denied of the 
requisite amounts. 

From the foregoing analysis it can be safely stated 

that the scheme of budgetary ■’ransfers has failed to meet 

the challenge of reducing inter-state imbalances. In many 

cases the recommendations of the Finance Commissions accen- 

-tu'‘ted the existing gulf. We now turn to certain observations 

of the working of the mechanism of Federal resources transfers 
throueh the Finance Commission 



which is a neutral measure of need defeated 
tive of equalisation* 


he mechanism of statutory resources transfer is so 
losely associated with the divisible pool that the 
asic focus of Fiscal policy has been shifted form 
illocative efficiency to mobilisation of resources. 


The basic fr'^mework for union-state financial rela 


-tions is likely to remain unaltered unless tax 
revenue ceases to become the primary deteniitant of 
development effort of both the Centre and the States 


Greater emphasis on tax sharing as compared to grants- 
- in-aid resulted in huge surplus on non-plan account 
with a few states and this ultimately reduced the size 
of the divisible pool for Central Plan assistance# 


Ihe failure of the Finance Commissions to satisfy the 
needs of the low- income states can be readily attri- 
-buted to their inability to assess the comprehensive 
fiscal needs of the states. 


We all know that the basic principle influencing 
goevrnment's transfer expenditure is ’ Progressivity*#Naturally , 
flow of funds through tax devaluation and grant-in-aid should 
boar reciprocal relationship with the real income of states, 
that Is to say, states with lower real income should receive 
proportionately a larger share by the expenditure recommending 
authrolty and vice-versa* Thus, it is the principle of 
‘Progressivity* based on federal horizental --.nd vertical equity 
th-)t oonstltutas the variegated speotrutn of states' 'fiscal 
needs'. Hence, It follows that non-uniform and discriminatory 
criteria should he employed to satisfy 1;he equalization prlncl^ 



i-ut unfortunately all the finance commissions have 
i .:1 Iter'it ely adopted uniform and non-discriminating criteria 
for tn-;; allocation of funds. All the Finance ComTii.iss ions 
S"'Ve ■^he first, repeatedly declared that their process of 
? al cul ion has unisreone a change from budgetary needs to 
fiscal needs, but actually they all had conveniently used 
th-: wor.is inter-changaably . The finance commissions have 


Itted two fallacious arguments to support their claim 


onfined their attention to the ‘comprehens3,vel 


nt of forecasts of states which in reality, repre- 


nts nothing more than an integration of budgetary correc. 


to ensure comparability. Thus the Finance 


tions nec 


Commissions miserably failed to interpret the two different 
terms, ” corrections’' and ” adjustments," The second argument 


is the non-adoption of the principle of budgetary deficit as 
allocation criterion for inter-se distribution of taxes. But 
for all p--rctica.l purposes it does not make any material 
difference because the amount emerging out of tax devolution 
should be exactly equal to the amount of deficit; if it 
exceeds, it has got to be considered as surplus over the 


Thus the as-^essment of fiscal needs on the basis 
of budgetary factors is li'xely to be highly erroneous , mainly 
because of the reasons that- budgetary factors -don ’ t closely 
oorrasponrt to ejiffersnt >:7peS:Gf Imotse flows. What Is 
actually needed for the assessirent of fiscal needs Is to go 
beneath ^he veil of surface budgetary factors , and examine 
the real econoiaic factors affecting the level of economic 
devalopmant. arentiially, the fiscal content of needs has to 
m.r.hodoloeloaHy and statist loslly derived from the 



finance Commissions never felt the necessitv 
infc, (t'cvelo pment al factors ¥hile recommending 
nnts of funds to different states and that is Tjhtr 


2 ds of under-developed sta' 
Pprosch wilj. ever remain d* 
as well as non -development. 


unless "both 


recommending ^ows of funds to states 


amexi/ork dees’' 


onstraint 


Finance Commission should invariably extend its 
basis of calculation which required the determination of 
developmental needs -f states ’denavo ’ and this task can be 
easily accomplished without having any ’danger' of over-lapping 
in the respective iurisdiction of functions of Finance and 


Planning Comml'^slons, If the Finance Commission deliberately 
confines itself to the four walls of non-plan budget, it 
reduces itself from being an expert body to a simple ratifying 
authority* 15ie point which deserves proper attention of the 
Finance Commission is that the balance from current revenue of 


states' budget should be covered by the resources transfer 
which will enable the states to exhibit positive balance in 
their current account and help in attracting matching grants 
on the basis of the recommendations cf Planning Commissions, 





TABLE - II 


STATES 

Composite Infrastructure 
_ of India(1977-78) 

Andhra Pradesh 

95 

Assam 

85 

Bihar 

104 

Gu j rat 

123 

Karyana 

148 

Karnataka 

104 

Kerala 

148 

Madhya Pradesh 

64 

Maliarashtra 

113 

Orissa 

80 

Pun j ab 

207 

Raj as than 

74 

Tamil Hadu 

145 

Uttar Pradesh 

118 

West Bengal 

148 

Himachal Pradesh 

76 

N agal and 

75 

Tripura 

53 

M anipur 

52 

Meghalaya 

49 

Sikkim 

N. A. 

Average 

100 


J Raj Krishna, G«L. Mehta, Meirorial Lectures, 
Ihe Economic Times, May, 19 80« 


Source 



and West 
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Ox the primary source of wealth and means of 


ttern of land tenure and its utilization assume 


. 1 ,-;;:" ortfince in the socio-economic development of a country, 
ci.ition between land and development is age old in all the 
rics. Dew-lopment in a country is being eonsidered in at 
mcdern sense of the term including among others, optimum 
sjition of land for production which in turn affects over all 


However, development in terms of optimum level of production 
cn land depend on the pattern of land tenures conducive to the 
level of science and technology, fneentives^o and welfare of the 
direct producers of the land. Hence the question of restructuring 
the pattern of land tenures evolving a pattern of distribution 
with the objective of economic development. A technocratic 
apprcnch to the agricultural development, leaving outdated insti- 
tutional aspect in fact has been provoc^be wrong in the interest 
the economic development.^ In. a study cf land reforms in U.P., 
Baljit Singh and Sridhar Mishra/ have summarised the broad object- 
ives of the restructuring of land tenures and land refoims after a 


Giri Institute . b.f Development Studies,. Lucknow 
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discussion of the same in various countries. The broad objectives 
of land reforms in their view "maximisation^ of output and produ- 
ctivity, fair and equitable distribution of agricultural income 
and increasing employment opportunities and ethical order. Its 

instrumentalities aro ownership rights, wider land distribution and 
of 


settlemen’l/ private and public investment in agricultural changes 
leading to scientific farming and high standard of farm cultivation 


and living. 


The authors thereby clarified the objectives of land reforms 
in terms of increase in agricultural production, equatible distri- 
bution of land and employment opportunities. They have, however, 
avoided the controversy over the instrumentalities of achieving the 
objectives, particularly that between land reform programmes based 
on capitalist and communist frameworks. 


The sarnie view has been put much more vigorously by A.K. Ghosh 
in an ILO working paper on agrarian reforms in'West Bengal: objectives 
achievements and limitations,’ evolving perspective for judging the 
agrarian reform in which a balance between achievements of equatible 


distribution Of land and high rates of production. the 

fact remains that a healthy development d9pendsZ.ol marketed 


surplus, and hence the growth of agricultural output and not on the 
growth of deprivation. By the same reasoning, agricultural growth muE' 
be one of the basic cbaectlv^of any agrarian reform programme, for 
rapid industrialisation is a necessary condition for development rn tl 
the long run. To view agrarian reform as primarily a^disteibutive 
maohlnery would be to ignore the lessons of hlstory^^.|||g: ^ . . 
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In this preliminary draft of the paper we wish to present the 
inter-St ate disparities in the implementation of land reforms with 
special reference to U.P. and West Bengal; to what extent these 
dispa rities are reflected in the disparities in the economic 
development and equatible distribution of land between these two 
States. Given the possibilities of disparities in the evolution of 
land reforms - in terms of policy and legislation, socio-political 
background, administrative measures and implementation in the 
Indian context it is not surprising that there are cognisable, and 
consequentional inter-State disparities in this respect. Here - 
below, we enumerate the possibilities for the same. 


(a) India is a federal pol.rty and agnculvure is in the State 
list over which ^he State has every power so long the exercise ox 
this power goes line with, the . broad basic p.cincipl':;S of one con- 
cs+"i" +’n"h-i nn ’ " (b) It is logioal that the 'nature of legiil' 


Land rexorm measures in India have in the main subscribed to the 

'/it-w ciscussed above pertaining to the objectives of land reforms. 

Ihe objectives and criteria for formulation of the legislative 

provisions are to be found in the Reports of the Congress Economic 

R 0 forms Committee (19^) and Congress Agrarian Reforms Committee 

(l^h9)* These reports recommended abolition of un-Garned income on 

of 

land by way of abolition of intermediaries, conferring security/te- 
nure to "tho tenants^ equitable distribution of land by way of fixing 
ceiling on land holdings and oooperativization of agriculture for 
maximizing the production. In brief, the land reform programmes in 
India aimed at growth with social justice. 
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ation pertaining to land reforms and restructuring of the land 
tenure is to differ from state to state, (c) Although the 



central government has formulated agrarian reforms it provides only 

some broad guidelines in terms of objectives of legislation and 

implementation of land reforms; it didn’t make it compulsory for 

the state governments to follow certain uniform principles regarding 

the legislative provisions and the modus operand! of the programmes. 

As a result, all land reform Acts pertaining to abolition of 

Zamindari, tenancy and ceiling on land holdings were 

enacted by different states and union territories at different 

stages. About 20 separate acts were passed by state governments and 

union territories to put ceiling on land holdings and acquire ceiling 

surplus land in their respective geographical areas, (d) The 

problem in not following a universal approach but a piecemeal 

approach is that the programme will not have a thrust, a central 

direction and will frustrate the implementation ultimately. It 

is strange that the congress leadership and Planning Commission did 

the 

not take cognis&nce of/possible implications of this policy in terms 
of inter-state disparities in the implementation of the programmes 
which were to have a heavy bearing on equitable distribution of land 
and optimum production,^ . . (e) It is not that no such sugges- 

tion to give a central direction by an independent agency to the lane 
reform programmes came from any other corner or the leaders were 
unware of this. On the contrary, the Congress party's A.grari an Reform 
Committee recommended that central land reforms commissioners be appo- 
inted and charged with the taks of quickerd-ng the pace of land 
reforms with necessary powers^ ilirther in the First Five Year Flan a 
suggestion was made-' for/ creation of a central orgaiiL7:.ation of / 
land reforms 'to,' .supervise -the .land reforms programmes in, various 

^ -Rirt recommendation was not incorporated. (f) C-i yen ■ 



the absence of a central direction to the land reform programmes, 
the regiv^nal variations, the historical background of land tenure, 
cccurance of peasant movements in some states played an important 
role in the disparities in the fixation of ceiling laws, categories 
of lands to be exempted and compensation and its mode of pay- 
ment wnich had their effect on the disparities in the redistri- 
bution of land and agricultural growth, (g) In addition to these 
variations, the political forces favourable or against the re- 
distributive programmes of land have played at most important role 
in quickening the pace or slowing down and frustrating the land 
reforms programmes. In West Bengal, Kerala and Telangana region of 
Andhra Pradesh vdiere peasant movements led by Communist parties were 
strong, the nature of legislation and process of implementation were 
in favour of redistribution of land. In the States like Karnataka 
where non-landed interests were the part of governing elite the 
redistribution of land was fair. But in most of the states parti- 
cularly those like U.P. the local landed vested interests from 

played havoc : . - 

both inside and outside the State organs,/ in the absence of peasant 
orga^j^sationsand those of the beneficiaries. 

This discussion did not come into focus in the late forties 
and early fifties because the majority of governing elite and the ^ 
leaders of the Congress party were not from rural elite or landlord 
class. But many electoral studies have shown that after the inde- 
pendence the representation in the State legislatures fHhe 
successive general elections to the parlismerct has been growing. 

The above discussion of the possibilties that were to result in 
. large disparities in the ;im^ land reforms in the States 

'■'in ' India ' 


economic 



state disparities in the agricxiLtural growth and overall 
development. The draft focusses on the need to study this dimension, 
taking as msuy as or all the states. 

heasurement of the Impact of Land Reforms on the Patterns of Dis- 

^Qci Growth and Methodological Problems. - ' . 


Several problems are there in such a study, 'v/e cannot fairly 

study the impact of land reforms on the pattern of distribution. 

Because a general picture of pattern of distribution after redistri- 

not 

buticn of land will/ specially indicate the success of the redistri- 
bution of the programme. For example, the pattern of land holdings 

in a state changed towards an increase in small and family holdings. 

this 

We cannot say ths-is/ ^2.ppened due to the acquisition of surplus land 
and redistribution among the poor peasants and agricultural labourers. 
The increase of landholdings may be due to division among family 
members, transfers and getting the record tampered with. In that 
case measurement of the impact of redistribution of land on agri- 
cultural growth will become much more difficult. Consequently a 
study of inter-state disparities in the implementation of land 

reforms reflecting in the disparities in the growth pattern is not 
easy 

an/process. Inter-state disparities in agricultural pro- 

duction as a manifestation of disparities in the implementation of 
redistribution of land programmes will also be a difficult process. 
Differentis-tioa between the impact of technological and modern 
agricultural practices and impact of redistribution will be crucial, 
notwithstanding the fact that a fair redistribution is positively 
corelated with increase in productivity through progressive culti- 
vation on small holdings. However, comparison of the pattern of 
land redistribution and growth before and after the reform periods 
can be r«li®d /to some extent, .'thQ' absence of specific amd purposiy 
studies of this/type, - ' : 
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Legislation for Redistrib u tion of Land in U.P. and West Bengal 

xirso phase of land reforms in India, the abolition of 

2-.A-.-*.j.iUt„ri and J igirdari have not resulted in significant redistri- 

buti..n oi land. The direct producers and the unprivileged tenants 

aidn't benefit much. The programmes which gave a thrust to the 

"fciiG ' 

ruwistribution of land were passed around 1960 in most of/ states, 
nowever, in West Bengal redistribution of land started with the 
intr w.'ductivn of West Bengal. ci, states Acquisition Act '1953 which 

aimed at acquisition of estates, of rights of intermediaries therein 
a nd certain rights of raiyats and under-raiyats. It also 

lat ■ " ■ ■ 

aimecy regulating tenancy alter vesting all estates. The inter- 

to 

mediaries were permittedZ.retain in thoir- possession 25 acres of 

agricultural land per individual. This apart, the intermediaries 

were allov^ed to retain 20 acres of non- agricultural and home-stead 

land. In the case of raiyatsand under-raiyats who got their land 

cultivated by bargadards the government was empowered to acquire 

land ever and above 33 acres per one individual. In course of time 

and 

these provisions were amended/the ceiling limits were lowered 

and exemptions from application of the ceiling to various categories 
which 

of land£provided in the original act were withdrawn. 

The West Bengal Land Reforms Act 1955 originally provided fer a 

seven 

ceiling upto 25 acres individual with an exemption to/categories 
of land on which commercial crops were grown. So, the WBLR Act 1955 
is not very much different from the WBEA Act of 1953 as the former 
Act also allowed the land holders to retain land beyond ceiling lav/s 
in the name of religion, trusts etc. Subsequently this act was 
ammended for several times to plug the various loopwholes and to 
make it more-progressive. .Among others, the most important pro- 
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visions introduced in course of time were reducing the ceiling 
_ _ to._ to 

lirnit/1t acres and applying it/a family in the place of individual. 


In U.P., Abolition of Zamindari Act 1950, unlike the West 

Bengal Acquisition of Estates Act 1953 does not have much distributive 

potentiality. Like other Acts enacted for abolition of intermedta- 

to 

rics it has faile(^ benefit the durect producers on land. The major 

Act which deals with redistribution of land in U.P. is Uttar Pradesh 

Act 

Imposition of Celing on Land Holdings Act i960. This/provided for a 

to. 

ceiling on landholdings upto 40 to 80 acres applied/individual holder 
a nd 10 types of land were exempted from the ceiling laws. In course 
of time the fixation of ceiling on landholdings has been reduced to 
12i acres to 30 acres -varying according to the different regions and 
natu3?e of land. 
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